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* “He believe the expanding field of urban services would be Detter handled if more

N

* This is fhe cennral conc1u51on of our year—longﬂscudy of the public sector in Min-

- elemant to the system . . . can be a useful stimulant to most public services —-- F

A

of them could be. bought by government. I f, that 'Ls, there were a variety of or-
. gantzations able and willing to supply programs, “ainong which public bodies could
chogse . . and if government were ﬁperatmng, drrectly or zndtrectly, as @
strong and skillful purchaser. o RN

1%1,.9 new\approach to the delivery of services . . . thts addition of a wcompemtzve
including education, correctwns, welfarev trcmsportatwn. - - )

Its pmnczpal early appl‘z,catton, howwer, is szely to be 'in the new and _growing
"social services" programs: day care. ... the rehabilitation of offenders. . . the
rehabzlzamon of aleoholics, . . mcmpower training and pZacement. .. houszng ser-
mcgs (tncreasmgly, as zmpor*tant -as housmg constructwn). '« . health care.

N /

nesota. . . and of the changes resulting from the’ expansion of public responsibility
into areas in which government has not traditionally been the deliverer-of=service.s

A
S~ s N -~

*\\ Two in51ghts, in particular, have been important in Our analysis.‘ We‘now see that:—

>

A ~ ‘
* The current concern about/government -- expressed in rising demands for =
, accountability. . . objectives. . . economy. . . priorities. . . choices.~. .’
' innovation -- requires not so much ‘new programs as-it does new arrangements -
~ for the handling of services, and new ways, of making decisions about what is
furnished and what is received :

-

~ N .

o - -
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N ~

L % Government is, fundaméntally, a provider of services. rt has frequently,
been itself the producer of these services, with its own staff and facili-
ties. ‘But it cam, equally, be a purchaser, contracting for services from
other suppliers, much as it does uow, for huildlngs./

_ [ .
/ - ; e — N 3 -

s

‘% We see two different situations in\which this?concept can*be applied:- L

. -The, first covers those areas in which gbvernmeut has long been a producer -
. _«.. frequently the sole producer. . » of the service, and in which deci-
~sions about how and by whom the service is to be supplied must (for one rea-

- son or another) be ~made by governments Cortections is- the classic example. -

In -these areas, we urge government to explore contracting as'a stimulus to.
other potential suppllers to appear -as alternatives to the existing system.

\ / \ -~

!

_* The second covers areas in which publicwresponsibilltv has only recently

" _been asserted, and in which government is now not the (or not the dominant)
producer. Health care‘'is an éxa le.\. . or housing, or day care. 1In these -
-areas, we ‘urge other potential suppliers, and especially busipess, orghiga~.
tions, to come into the field, to provide the new ideas and the resources N

of money and of management which are now conspicuously lacking.” e ;% ~

- S .

* A significant effort to increase the number and the volume of services: handled

o

N

through- essentially purchase arrangements would- be sound public‘policxr. .o . ~
because'it is the essence of a purchase,-or contract, to force attention tolpre— ©o
c19e1y those questions that .are 'now the center of public concern about govetnment'
“What do'we want? . . , What are our “choices? . . . What did we pay . What

did we get? . . . Can we do~better~elsewhere7
L > b i ) / ’ 4 ¢ w : - s s N N
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* We will then be. able, too, to move faster to implement new programs . . .

.« « . . .o . 1IN OUR REPORT

/

. More specifically; the/following gains might be achieved:

Public boards might have their- time dramatically freed up-. . . so that
time now devoted to- the problems of their employees could be spent in-
stead » thinking about the needs of their constituents. =

There could be much more scope for alternatives, “and choices, 'as policy
bodies move to meet public needs. The introduction of even limited
opportunities for\ch01ce should, in turn,\significantly increase the
respon51veness\of institutlons that haa, previously, been sole supplie*?
N ;
The -emphasis on choices will, in turn, force -an increased emphasis on
objectives and on goals .« « . on "where are we going, anyway? . .
which is also, we believe,’something the public now de31res.

p ~

.
L

© since public bodies will be drawing heavily from resources of personnel,
)\facilit1es and technical and mandgerial experience existing in the. com-

munity » « . rather than having, with each new program, to set up a new
governmental agency ‘'from scratch.'

. -
t

E
The community would then have — as, in many areas, it now does not —-
a yardstick'\by ‘which, to measure the, performance, the respon51veness,
the accountability Oi,lts present institutions. These existing insti-
tutions will not be supplanted But they will be stimulated. P
s J i -
Real pressures will then be generated, also,, for 1nnovation « « o for
new ways of doing things. Too often, at present, we 'hold constant'
the present arrangements, so that the pressure of r1s1ng\costs ‘results’
as a demand for increased appropriations, or -- failing that —< a reduc-

'tion in service levels. The purchase of service through fixed-price ~

egreements, on the other hand, will put heavy preSSures on suppliers
as they try either to make money or to keep from losing it) to try dif-

«ferent approaches e+ o in particular, to make much fuller use of ex1st—
'!lng, 3nd £expensive, facilities and staff - *

-

Government will have an expanded ability to change its prior1t1es with
Changlﬂg needs. Servic\\programs can be both started and terminated
more quickly in contract arrangements. ‘ h -

g N
, L "
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We believe this is a cﬁallengingﬁpossibility It is jugt that: a hypothestis.
We cannot prove that it will, in fact, work. We do c argue that it should be

trted

N J N
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We believe it imperative, therefbre, that government -~ as it expands its
responsibility for urban social ‘services —- examine carefully the féaszbzlzty
and desiragbility of its for, zndzrectly, its recmplents) burchaszng services .
from other public or private organizations. —

N

We urge other organzzatzons . . . business organizations, in particular . . . ™

~~ -
e

to take the initiative by developing their capability fbr the delivery of

servmces, and, by coming forward wzth proposals of their own.
N
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'PREFACE o R

- We urgently need to think t‘zrougfz the melwatwns of the changtng def‘z,mtwn ‘ojg
- the "public sector" and of "public problems."

- The Citizens League was chartered 1n 1952 to carry on” a continuing research and

educational process with respect to “"government.” The very broad charge con-

" tained in its articles of incorporation refers to " . . . govermmental affairs

« « « governmental functions .. . . the welfare of the c1tizens e e W

. This organization was not alone, by the late 19603, in experiencing increasing

\ difficulty in defining the scope-of this assignment. Government was, clearly,

1

being attracted into areas which it had not, traditionally, occupied. And, at
the same time; basic questions were being raised about the adequacy of govern-
ment's performance in those areas in which it had traditionally been given respon-

‘sibility. Government was undertaking new golicz respon31bilities, at least, in-

functiounal areas formerly regarded as private. And non-governmental agencies .
were beginning to seek, and in some cases to receive, reSPOHSibilitY in areas
previously regarded as- "public." ‘ 7 '

In 1968 the Citlzens League took an important step by broadening the range of

- subject areas in which it was active . . . moving on beyond its traditional em-

phasis on problems of government organization, planning and finance into the areas
of social programs, and problems, then beginning to receive increased attention
from governmental and non-governmental agencies alike.

In the course of a series of studies in these areas we came fully upon the grow-

‘ing difficulty in defining "public" and "private"; "governmental" and "non-govern-

“mental.” Not uncommonly, projects which began with a problem of a clearly govern-

mental agency broadened -- in the course of a commlttee ts deliberations ~- to in~-
clude the problems, or performance, of clearly non-governmental and private organ-
izations. Our study, which began with the problems of Hennepin County General
Hospital, for example, ended with considerable attention being paid to the organi-
zation of private medical: practice ‘and” the planning and development of private
hospitals. A study of nousing, which began with the development programs of- the
public housing authorities, ended. with an examination of the performance of the
private housing industry. o N
It was clear from this that the ' public sector" had become bigger than '"govern-
ment." And it was not at all clear that all "public" problems should, or could,
lead to “governmental” solutions._ Our coumittee examining the problems of health

-care delivery, for example, ended’ with little:feeling that’ hospitals should be

elther governmentally owned or even, necessarily, governmentally regulated.

Th‘z:s Task Force hae, therefore, under its charge from the Boardfof Directors,
tried to reassess and ’?t'edefine the central issues of the "public sector."” o

In June l971 the Board of Directors received a report from its Executlve Commit~" .
tee in which basic questions were raised about the future of the Citizens League's
resgarch and study program, with respect to this unfolding discrepancy between

the extent of public policy. responsibility" and of “goveranmental opérations.”

The Board agreed that an in-depth exgloration should be conducted of: (1) Whether
non-governmental institutions that are performing, in effect, public functions

- -
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should also be considered appropriate for study by Citizens League committees,
‘and (2) whether solutions to public or community problems might appropriately be
-addressed by Citizens League committees to non-governmental as well as to govern-
mental, organizations for action.

The conduct of this exploratinn was assigned back to the Executive Committee,
which was, for this purpose, supplemented by the appointment of about a dozen
additional members of the Citizens League whose background and/or current activi-
ties provided them with an important knowledge or perspective on these public/ :
private issues. Th;s enlarged group\l- identified as the Policy Planning Task
Force -- began, then, a set of discussions with outside ipdividuals, thoughtful
about the role and performance of the public sector. Meetings began in July 1971,
with the Task Force seeking, generally, an understanding of what government was.
doing, and should be doing; of what the private sector was doing, and might be »
doing; and of what ‘the Citizens League specifically could and should, be contri-
-buting over the coming five-year period. .

The Task Force was exceptionally enriched by a succession of opportunities to h
meet with persons from the Twin Cities area and from around the country, who have
thought extensively about the changing scope, and role, of the public .sector.

The list of persons good enough to volunteer their time and knowledge with the
Task Force included:

D. W. Angland and Jack Schutz, Northern States Power Co. July 15, 1971.

Fred Farthing, Northwestern Hational Bank, Minneapolis. July 15, 1971. ~

Aaron Lowin, American Rehabilitation Foundation. July 15, 1971,

Elliott Perovich, -as Mayor of Anoka, July 15, 1971; as principal of Roosevelt
Juniot High School, Ancka-Hennepin District 11, May 18, 1972, \

H-?t-x-ﬂ'}

* Ray Lappegaard, State Highway Commissioner.\ July 22, 1971.
* Russell V. Ewald, Foundation Services, Inc. July 22, 1971. '/
* Philip Harder Former President Minneapolis Urban Coalition. July-22, 1971.
* ‘Roger Wheeler & Gary Lohn, Control Data Corporation. July 28, 1971.
* Eugene Eidenberg, George Seltzer, Arthur Harkins & Richard Woods, University

of Minnesota. July 28, 1971.
* Paul Ylvisaker, Professor of Public Affairs & Utban Plannlng, Woodrow Wilson

- School of Public & International Affairs, Princeton University. Oct. 7, 1971. -

* Luther Granquist, legal Aid Society, October 12, 1971.
* Helen Miller & Lu Larson, Loring-Nicollet Center. October 12, 1971. ,
% . Charles Pillsbury, Council for Corporate Review. October 12,°1971. ~ :
* Jack Collins, lMinneapolis lodel Cities Policy & Planning Committee. Oct. lg,1971.
* Milton Moskowitz, Editor, Business & Society Newsletter, San Framcisco,

October 22, 1971. -
% ‘Judson Bemis, then President, Hlnneapolis Urban Coalition. October 26, 1971 7
%

Hugh Harrison, Active Urban Coalition member, October 26, 1971.

% Harold Bangert, attorney and insurance company executive, Fargo, North Dakota, “
- November 3, 1971. -

* Charles Krusell, Director, Greater Minneapolls Metropolitan Housing Corp., .
November 17, 1971. —
* Ray Harris, B. W. & Leo Harris Co. November 11 & 24, 1971.
~#% Archibald Spencer, attorney. November 25, 1971. .
% Yilliam A. Strauss, President, Northern Natural Gas Co., Omaha., Nov. 30, 1971.
* Jack Cann, Minneapolis Tenants Union. December 1, 1971: - S -
*-

~ Anthony Downs, Senior Vice President, Real Estate Research Corporation,
Chlcago, December 14, 1971. ,
‘% James Summer, President, General Mllls Inc. January 18, 1972.

. \
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Gregory Coler, Director, Greater Minneapolis Day Care Ass'n. Jan. 25, 1972.
Ike Smithy.State Department of Corrections. January 26, 1972.
Richard 0'Neill, housing consultant, former editor of "House & Home." Feb.2,'72.
Dr. Paul Ellwood, American Rehabilitation Foundation/Institute of Interdisci-
plinary Studies. February 17, 1972. - \ —~
DelRoy Peterson, Minneapolis Plannlng & Development Dept. February 25, 1972.
* Patrick McInnis, Village Manager, Village of Burnsville. February 25, 1572,
* Dr, James Kent, D1rector, Southeast Alternatives Program, Minneapolls Public
Schools. March 2, 1972. -~ ~ )
* Linda Hutchinson, Education Exploration Center. - March 2, 1972, L
*¥ Dr., Allen D. Calvin, Chairman of the Board, Behavioral Research Laboratorles,
- Menlo Park, California. March 22, 1972.
~ * David Fogel, Commissioner of Corrections, and Gary herzbergx State Department
of Corrections. March 29, 1972. (Also Herzberg again on April 26, 1972, )
* Dr. Helen Knudsen, State Department of Health. April 5, 1972.
* Dr. Nancy Anderson, School of Public Affairs, Univ. of Minn. April 5, 1972. .
* State Representative' Gary Flakne. April 5, 1972.
* John Broeker, Attorney, nursing home operators. April 5, 1972.
*
%
%

% % %

<

Jewell Goddard, Director of Court Services, Hennepin' County. April 26, 1972'
Adrian Stier, Hennepin County Court Services. April 26, 1972,
John Desmond, Director of Public Development, Health & Welfare Planning Coun-
. cil, St. Paul. May 24, 1972. S :
* Robert Speltz, Ramsey County Welfare Department. May 24, 1972.
"% Omar Schmidt, Hennepin County Health & Welfare Council. June 1, 1572.
* Betty Danielson, Hennepin County Health & Welfare Counc1l Jupe 1, 1972,

The membership of the Task Force Jncluded Charles H. Clay, chairman, Tom Beech,
Robert W. Bonine, John Brandl, Earl F. Colborn, Jr., Poland Comstock, Mrs. Jack
Davies, Humphrey Doerrman;\Gordon M. Donhowe, David Durenberger, Dr. Paul Ellwood,

. John Finnegan, John G. Harrison, William J. Hempel, James L. Hetland, Jr., Don
Jacobson, Verne C. Johnson, Greer E. Lockhart, Robert W. MacGregor, Dean lMcNeal,
Arthur Naftalin, William Pearce, Wayne H. Popham, Waverly Smith, 0. R. Springsted
John M. SulliVan, Robert Van Hoef and Philip Von Blon. ~

—~

3. A meaningful -report could be developed only by narrowzng the range oj’zssues
wnder study.

Not surprisingly, we discovered at a fairly early date that we had entered into
a vast and complex area, and that some narrowing of the assignment would be both
necessary and desirable. This conclusion was affected both by our sense of the
limitations on our time .and effort, and by our growing interest in particular
> questions which began to emerge as the discussion proceeded. N
This narrowing of our assignment resulted in the decision to concentrate our at-
tention in areas where government has now undertaken the primary policy and fi-
nancial responsibility for the adequacy and distribution of a service.- We would,’
then, examine the arrangements for the "delivery" of these publicly-financed ser-
vices . . . whether the organizations involved are governmental, or nop-govern-
mental. And we would consider possible néw arrangements which _might permit ser-
vices to be delivered with greater efficiency and effectiveness and with _greater
responsiveness to the needs of the persons served.

It is important to stréss that this decision not to examine 15 detail other as~-
pects of the public sector/private sector relationship is not, in our minds . . .
» and should not be taken to be . . . a conclusion that these other, unpursued

N i
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lines of discussion are less important. Our.decision to narrow our focus re-
flects, instead, our sense that these other avenues were not so appropriate for
us, or could not be investigated as well by us, or were being actively investi=~
gated by others, already.
There were, to be specific, two other aspects of this large problem of changing

~public sector/prlvate sector relationships which we might have studied . e e
and whieh in the course of our»discussions we did consider.

* We might have approached the change in public sector/priyate sector relation- R

ships as a problem in the scope of governmental responsibility for the opera
tions conducted by non—governmental organizations. Strong arguments can be
made, and were made, for example, that the impact of business operations on
the environment, or on consumer. health and safety, is: the critical frontier
in public/private relatlonships, and mlght usefully have been the focus of
our discussions.

)

-% We might have approached the problem from the point of view of the private

_organizations searching, now, for contributions they ‘can make to the resolu-
tion of major social and urban problems. We were aware, from our contacts
early in our ;study, of the growing interest of business corporations and as-
sociations, specifically. Judgments, we know, are being sought on the feasi-
bility of expanding the level of financial contribution to social causes, to-
ward the permitted 5 per cent of pre-tax profits . . . and on the desirabil-
ity of contributing personnel as well as dollars., Business firms, seriously
interested and .concerned, are seeking eagerly for help in defining and meet-
ing their corporate social responsibility. -

Our charge directed us part1cularly, however, toward the problems of the public
bodies, and to consider whether, in their view, solutions to their problems are
appropriate through non-governmental as well as govergmeqtal organizations.

The other questions are real questions . . . but they-are separate, and separ-
able, questions . . . which it may be useful for other Citizens League committees

N

“to consider at another time., As we began our interpal discussions we found we

had, in fact, devoted our time overwhelmingly to the problems of "public goods"
. « . and to the discussion of new ideas about their production and distribution.
In the end, it seemed wise to conclude our investigation along this line and to
make our report on this important, though limited, aspect.of the problem. It
does not mean"we are unaware of -that aspect of public/private relatidnShips’that

has to do with the role of business —— and other organizatlons ~— in- the creation

of public problems.

-~ ~

~ —

OUR BASIC CONCLUSIONS

4 dilemma is tightening around public services in Mimnesota.- Pressures aré"
building to do more, in response to the needs of client groups. But the rising
cost of'exzstzng program levels contznues to frustrate most ej}brts to eapand
services. from state resources.

a. Present standards are high, particularly in the human services area. Minne-
sota's high national ranking in the "quality of life" comparison was due very
largely tO\its No. 1 standing in individual equality, and health and welfare.
These 1ndices are made up of our governmental and non-governmental social -
welfare programs 'This state's aspirations -— and, to a large extent, its
performance >~ are equally high in the field of education. Minnesota has

‘\ . —

S~

\

o~ e

“\‘



..5_ .
long pointed to the low rejection rate (in entrance examinations for the mi-
litary) of high school graduates as evidence of - a high quality elementary
and secondary school system. We maintain a university of major wpational rank.
The state has prided itself on the high proportion of families able to live in
free—standing single family homes. In the private-sector . . . and from the
same total community resources . . . the state supports symphony orchestras,
theatres and museums that it intends shall be the.equal of any in the country.
These service functions are extraordinarily vulnerable to increases in cost
« « . composed, as they are, almost entirely of personal service — present
and past., Gains in productivity, which might somewhat offset the rise in_ s
salaries, are difficult to achieve. Equipment can be substituted, to -some
extent, for personnel. But, typically, this does not represent a major im=
pact on the problem. And employees in the service activities do expect to

. share in the advancing level of incomes in the state and in the nation as a

whole. 8o -- even apart from an increase in the level of program activity\-—
budgets tend to rise.

The increasing prices paid by governmental and non-governmental agencies for
personal and professional service, has been a major factor, in recent years,
in the growth of public budgets. Substantially increased sums have been re- -
quired, year by year, to maintain even the existing level of services . . .
let alone to increase the quality or quantity of services. The base of ex~
penditure is now quite large, so that annual increases of even something less
than- the rate common in recent years will require very large additional dol-
lar appropriations, and increaséd tax revenues. This is, perhaps, a particu-
lar problem in Minnesota, with its relatively large and high quality public
sector. But it is, beyond this, a fundamental problem of the nation as a
whole as it shifts increasingly toward a services economy -- private as well
as public.

-

There are signs the public is beginning to prefer to slow down the increase
in total budgets, even at the expense of service levels. Reduced, or unpro-
vided, services in the areas of health, education and welfare may, of course,
increase costs in the long run . . . or in private accounts. But it is on
public budgets that the controversy focuses. And it is short-run considera-
tions that control. The continued funding of rising costs in the service
sector of the economy, if it is not increasing its productivity, represents
a continuing diversion of income out of other sectors of the economy that are
increasing their productivity. This is, not unnaturally, resisted\by the pub—
lic. This resistance is manifested in the visible resistance, today, to in-
creases iIn tax rates and frequently to the approval of major bond issues;

‘the election of - -caridicates”pledged tc.curtail thé growth of public soend-
1ng, "and as programs are curta:Lled at budget time.

N

The commi tmeiit has been strong, in Minnesota, to quality public and community
services . . . and over the last 20 years budgets and taxes have been incre--
ased substantially. But the state began this period with taxes at fairly low
rates and with several major sources still untapped. During the past 20 years
the state has put these remaining sources into use and rates have been pushed,

- on all sources, close to the point at which further increases could become

counter-productive -- either for the continued support of public services ar
for the maintenance of ‘the tax base on which the higher rates fall.

Some new sources may be found. And some rates may continue to rise, to some
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- Continued, let alone expanded, bublic service budgets depend, basically, on

-%-
degree. But it is, clearly, becomming essential to develop additional ways in
which revenue can be freed up for the support of these major service functionms.

continued public-support. This support for higher budgets and higher taxes
depends in turn on the maintenance of public confidence in its governmental
agenicies. This can be eroded by a growing sense that government is ineffective,
inefficient, or unresponsive . . . and, currently, public opinion surveys are
not reassuring about the level of general confidence in government as a major
institutions. Clients are turning away from public-housing, from public hos—
pitals, from public schools. .

. . The problem posed for public budgets by rising unit pricesis intensified by the

pressures. coming now from several groups, tradi-tionally not well served, to empand

also the quality of servtces and the range of services fbr which the publtc 18 re-
sponsible.

\Traditionally, in onr system, the highest levels of public service have been

claimed by the majority group. High service levels are therefore associated with
middle class population and with the concentrations of population that occur in
urban centers. But, increasingly: :

a.

b.

Demands are rising for equally high levels of service in areas of quite dis-
“persed population. There is pressure to extend over the state as a whole es-
sentially the service levels prevailing in the major metropolitan areas. Ex-
penditures per pupil in the schools are beginning to be more equal. Roads are .
‘being upgraded. Health care facilities are being extended into areas where
hospitals and specialized medicine did not previously exist. And a whole var-
iety of services previously offered only in the major cities are being estab-
lished in rural areas for the first time: mental health services, legal ser-
vices (including the public defender), community corrections facilities.

~

Demands are rising, too, for the extension of middle-class service levels to
the low-income groups in the population. It is increasingly recognized that

. all too frequently in the past the state has provided an inferior level of pub—

lic services and facilities to groups whose income or social status put. them in:
a small and less influential minority. Today, pressures exerted by them, and
on their behalf, represent a significant factor tending to expand the scope and
cost of public services “ . . in schools, .in housing, in health care, in wel-
~fare, in transportation. “Thesé pressures are falling partly on the policy bod-
ies which vote the appropriations and programs. And they are falling, in part,
directly on the organizations —- the hospitals; the housing authorities, the
welfare departments -- responsible actually for .delivering the serV1ces.

The potential for difficult social confllcts, if resources,for public services
cannot continue to be made available, is fairly clear.

Minnesota can respond to these demands for improved services and still minimize
future inereases in total budgets and in taxes only by finding ways to use Ztmz—

ted resources more effectively. - | ' -

The central effort must be to make better . . . more productive— . . use of the

~

o

—

dollars that will be available. Really, only two possibilities exist.: The key -
concepts are (@) priorities and (") utillzation. ‘

aw.

We can improve our ability to reduce or terminate low-priority programs and
se€xvices. At present, i e&ffect, existing prograus get priority over new

N o -\
M N
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programs. We tend to carry forward the past pattern of needs and responses
at existing levels . . . evaluating, year by year, pretty much only the mar-
ginal changes proposed in levels of expenditure. Efforts -- as in the direc-
tion of "zero budgeting" -- are now being made. But it remains difficult
basically to reappraise the fundamEﬁtal need for the continuance of a program-
at all. ~ .

b. Where programs are to be maintained an effort can be made -- even in the
face of rising salary levels -— to hold down overall costs, through improved
utilization of personnel and facilities., = Not much real "economy' is to be
found in the traditional approach . .-. which cuts service or program withoiit
a reappralsal of the way in yhich staff, equiprent and facilitiec are used. The
real potential for’ meaningful savings lies in putting into use the excess.
capacity that frequently exists in staffs, in equipment, and in fac1lities
The existence of this under-utilized capacity -has been in many ways the cen-
tral finding of a series of Citizens League studies in the last several years
. « » with respect to schools, to transportation, to airports, to housing, to
health care. (These findings about under-utilization are reviewed, and des-
cribed, in some detail in the discussion section, page 26 £f.)

The effort to secure this kind of improved utilization of resources, while not
impossible, is difficult within the govermmental system as zt traditionally has
been organized and operated. v

Our basic public sector institutions developedtgraduaIly over the course of the
last century. They were structured for conditions existing at that time., They
change slowly. It is the persistence of their fundamental characteristics into

sthe present, and quite radically different, situation that is the source of the

problem. Specifically: -

a. The institutions for (as we now say) "service delivery" are now proving to be
insufficiently responsive. The administrative organizations . ., or bureaus
. . . developed during this period were, in many respects, designed deliber-—
ately to be insulated from-pressures. They have little fear of failure.

i

* Typically, they were established with the idea that they would be perman-
ent. It was not provided, or assumed, that their continuance would depend |
upon the accomplishment of ‘the mission to which they were assigned.

* There has con81stently been an effort . . . described variously as "mono-
poly" or "prevention of duplication"™ . . . to establish but one bureau for
a particular function in a particular geographic area. Inevitably; there-
fore, comparisons about performance have been difficult, if not impossible
‘to make. And, where an organization is the only existing organization for
/the supply of a service, it becomes indispensable . . . and can, thereby,
also be protected from searching evaluation. No-alternative to it exists.
Intensive efforts were made, successfully, to protect these administrative -
organizations from the risk of corruption and from the impact of .political
‘patronage.. These also, however, further decreased responsiveness.

Within many of these’organizations, once thus protected, strong traditions .
of professionalism grew up. Goals and standards tended to be set increas-_
ingly by professional bodies, rather than by either the policy- body, on

- the one hand, or the rec1pients of the services, on the other.

~
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* Taken together, these elements produced little incentive to restrain the
growth of costs and programs. The organization was typically responsible
for a single function. Strong pressures existed to do a better, and big-
ger, job. - Revenues did not necessarily decline if costs rose, since the
services were not paid for by the users but were provided free and finan-
céd by appronriations. )

* Employees of these organizations were compensated on a salary basis . . .
typically receiving no more in salary if costs were held down and no less
if costs rose. 1In practice, in scme cases, of course, just the opposite.

None of this represents any condemnation or criticism of the employees who

> have accomplished so much, over the years, in the delivery of services in all
parts of the country and at all levels of government. It speaks only to the
question of the basic organizational system in which they are involved, and
to which they logically and -rationally respond. , , N

" b. Institutions on the policy side have traditionally been insuffic1ently strong

to secure a response, In many cases:

* Policy issues were not effectively identified and presented. Information
simply was not gathered and organized, with respect to program and perform-
ance, As a result, many boards seldom got deep enough into the problem to
consider basic changes. Their own capacity was limited . . . with members
frequently serving part time, and supported by staffing that was thin,
where it existed at all. »

* Policy boards have tended to be composed, at least in significant part, of
persons affiliated in one way or -another with the organizations or insti-
tutions actually delivering the services. This set up strong forces which
tended to fgustrate any basic policy review. '

c. lNon-governmental organizations -- even those delivering essentially public or
community services -~ have not commonly been viewed as part of the system for
‘the delivery of public services. Traditionally, the need to discharge public
responsibilities has led to the creation and the use of government agencies.
Where private operations® touched the public health, safety or welfare they
were, of course, regulated. But the public.was —- until recent years -- slow
to begin consciously planning for the functions of private organizations.

Nor would its efforts to do so have been well received.

'A basis for new incentives to stimulate responsiveness is now being laid, however,

by four trends now under way in Minnesota. Essentially, what is emerging is a
new view that sees government --- the state governmment, particularly -- now pri-
marily not as an administrator but as a buyer of services.

This is so large, and so slow-mov1ng, a change that it has been difficult for our
Task Force to discern and to define. A much fuller understanding of what is un-
der way 1s needed. But we believe the broad outline can now clearly be seen.
There is a basic change of attitude developing, as the public ~-- boards and re-
cipients -- comes to feel that the product of public services is not increasing
at a rate commensurate with the rate of increase in costs.

(By 'service' we mean more than just 'personal service".- In education, for example,
or day care, facilities as well as staff may be in the contract. We discuss more
fully on page 35 the danger that where a service 1nvolveé a quite unique and ex-
pensive capital facility, an agency might be 'locked in' to a particular private
suppller ). ‘ o

'
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The public -~ both as a policy body and as recipient.of services -~ is becom-

ing an increasingly aggressive customer . . . no longer accepting passively

what is offered, but insisting vigorously on good quality and reasonable cost.

*

There is a growing sense that government agencies should provide what the
recipients of the services feel they need and want. This holds, regardless
of the economic or social group involved: It is as typical in the attitude
of middle class suburban parents toward their schools as it is, now, in the
attitude of the users of the public hospital, or the inmates of a correct-
ional institution, or of Indiams subject to the jurisdlctlon of the Bureau -
of Indian Affairs. K -

There is a new effort to focus on results. There is a visible impatience
with intentions . . . and with statements of what is to be accomplished

. « . and a growing interest in 'what is, in fact, accomplished. The dispo-
sition (evident until fairly recent years) to blame service inadequacies- on
the failure of legislatures and other policy bodies to .fund programs-ade- -
quately is fading. In the area of health and hospitals, for example, the
conviction is now fairly well established that additional funding does not
necessarily result in increased quality, or availability, of services. In-
stead, attention is now focusing on the performance of the delivery System.

There is, 48 a consequence,.a new demand for accountability. This is, as
yet, a badly-defined concept. It conceals particularly the question of
whose judgment controls: Is the organization delivering services to be
accountable directly to its "customers”? Or to the policy bodies repre-
senting the public at large? Or to both at once? . . . as, for example,
the manufacturers of automobiles are accountable to the governmental
standard-setting agencies and to the choices expressed by the customers.

In many important service areas policy bodies increasingly reflect the views

of "customers" rather than providers. -Little noticed, and not consciously

planped or directed, a major change has gradually been taking place in the
makeup of elected and appginted policy bodies at various levels ~- and in the
private sector as well as in the public sector. Essentially, it involves a
gradual substitution of lay citizen members for various types of professionals
and representatives of particular interests. The essential result is to pro-
duce a clearer separation and distinction between the bodies and the indivi-

duals that are responsible for setting policy . . . and the bodies and the
individuals that are responsible for carrying it out. Specifically:

*

'

In education . . . the Higher Education Coo}dinating Commission was remade

by the 1971 Minnesota Legislature, which removed from its board officials
of the institutions for which the Comm1951on was to set policy, and sub-

stituted lay citizen members.

In health . . . the hospital planning agencies in the Twin Cities area,
originally established as voluntary associations of the hospitals, and
made up heavily of administrators and hospital trustees, have been trans-
formed into a Metropolitan Health Board whose majority is now lay citizens.

In engineering . . . the Minnesota Highway Department is now headed by a
Commlssioner who iIs not a profe551ona1 engineer,

In the social welfare field . . ; the Minnesota Department of Welfare is

now headed by a Commissioner who is not a professional. social worker.
N
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% In law, medicihe and journalismf-m. . changes of\a similar nature appear
to be under way. Committees of the legal profession are opening up to lay

representation, for the review of such matters as fees and professional re--

sponsibility. So, it appears, are committees within the medical profess-
ion. And in journalism thére has now been created in Minnesota a Press
Councill with scme jurisdiction to review the performance of the printed
media. ,, c

* In business . . . one of the current topics of discussion is the role and
makeup of the board of directors of corporatioms, turning around the idea
of a reduced influence of management within the-board and a larger voice
for "professional” directors or citizens representing the public.

* In government .. . . there has been recently a marked strengthening of ﬁol—
icy bodies. In. county government, the county boards are emerging much
more clearly as the policy-making bedies. In state government, reorgani-
zations tend to strengthen the role of the "policy executives." The *
Minnesota Pollution Control Agency was rebuilt in 1969 by the Legislature,
to reduce, if not eliminate, the practice of "designating seats" for par-
ticular interests. ' o

- . @

This large change appears to stem from two sources:

* A growing desire to get basic policy issues raised, re-examined and set-

- tled in major problem areas. This had simply proved to be very difficult
to do where the policy boards were so largely made up of representatives
of the interests that would be affected by any change.

* A desire to accommodate the growing thrust toward citizen participation
(in Minnesota, at least) not by forming additional veto groups to strug- -
gle with adminstrators, but, rather, by channeling this increased citizen
interest directly into the representative institutions in.the governance
system, _ ~

Other changés have, of course, accompanied this basic change in the makeup
of the policy body. The new citizen members, being lay persons, have, of
course, had to be supported by substantially increased staff and informa-

_ . tional resources: We see, as a result, the rapid expamsion of program bud-

geting and the development of much improved informations systems. This has
been .quite visible, for example, in the improvements made in recent years _
in the MinnesSota Legislature . . . or in the Minneapolis City Council, which
has.been strengthening itself by separating itself, in-part, from its tra-
ditional administrative duties.

The response 1s not yet as clear to another pressure set up by this basic
change . . . which is the pressure on our system for the recruitment and

~-training of persons moving into these policy positions in ‘elected and ap-

c.

pointed office. )

v
With higher levels of government coming, now, to pay substantially the full
cost of services delivered by other levels, the "grant in aid'-is, inevit-
ébl%;_&gkigg_ggﬁggggmégd_ggggmghgﬂgharacger of a purchase of service. A level
of "contract” is implied . . . though the standards and safeguards present
generally in purchasing are almost totally absent.

—

; ~
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"% The availability of non-property sources of revenue to “higher" levels.of

government, coupled with the desire to keep the delivery institutions as
local as possible, produces year by year larger and larger streams of money
flowing from the federal government to the states, and from the states to-
the local units. There seems every reason to believe this will continue:
The federal government, under any administration, appears to prefer to h ve
its objectives carried out through state and local institutions, created
‘anew, if necessary, rather than through extension of federal government
organlkation 1nto the states and localities on the model of the post office.

The éxpansion of grants-ln—ald has been- qulte dramatic: within Minnesota,
as between the state-and its local units. Aids to elementary "and second-
ary education, for example, tripled between 1962 and 1971: from $132 mil-

. lion to $339 million., They will, of course, rise still further in 1972,
with the change in policy which will increase the total element of state
aid support for education to about 657 of total maintenance costs. Grants
to local government for welfare programs have increased from $53 million .
in 1962 to $253 million in 1971. And geperal grants to local- government,
for a variety of purposes, increased by 860%: from $38 million’ in 1962 to
$327 willion in 1971.

-~

In this sense a grant-in-aid program, such as the federal aid highway pro-
- gram, can be seen as a kind of relationship in which the national govern-
ment, seéking the development of a national road system, prefers not to
build the highways itself, but -- for the purpose -- "contracts" with the
state for the provision of this service. Similarly, the national govern-
ment in implementing its low-rent public housing program contracts with

. state-created local agencies for the construction and management of the
properties.

* There is also beginning to be more explicit contracting for services be-
tween and among governmental agencies. Some of this has long been prac-
ticed, but has been stimulated ‘by the federal grant programs for urban
services. In Minneapolis, for example, the federal government makes a

-~ grant to the City of Minneapolis Health Department for the provision of

-~ health services in the Pilot City area of north Minneapolis. The Health
Department, in turn, contracts with Hennepin County General' Hospital act-
ually to set.up and Trun tne medical clinic.

~

Non—governmental organizations are now being thought of -- and used as —- parts

‘" of the overall system for the delivery of services. Health, education, welfare,

transportation and criminal justice . . . all are seen to be mixed, public and
private. Public planning is increasingly broadening to include the private
side. And publie policy is increasingly concerned about the effectiveness of -
the private side. But in some cases, too, public bodies are contracting with-
the prlvate service organizations, as programs appear, and expand. - >
* This new relationship emerged out of growing public concern about the cost-
of essential services . . . such as health, housing, education and a broad
range of SDCial services. Politicians and pélicy bodies recognized the
need for these to-be available and accessible broadly to all income groups -
% . . and recognized the extent to which rising costs were making them un-
available to lower income groups. There was, however, little ‘enthusiasm
for government to take over the ownership of hospitals, clinmics, housing
construction firmws, or private colleges, and to operate them publicly.
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" There develgped\again, as a result, another flow of money . . . in this case
from government™ to private organizations. A fairly strong preference was
established for "non-profit" private agencies, as recipients of these funds
;‘.L. which has stimulated, in recent years, a rapid expansion of the non-~
_profit corporation, particularly in housing and for the provision of a num-
ber of social services.

/ N N
* This arrangement for (in effect) the purchase of service from private or-
ganizations presented real advantages to the governmental policy body. In
many cases there existed a fairly large number of potential suppliers --
several hospitals in a major community, for example, or several non-profit
— housing corporatlons. Arrangements were fairly simple. Existing private
~ employees could be used; as an alternative to the expansion of government
administrative personnel. Because the organizations did not 'belong" to
the government, criticism for substandard performance was easier . . . and
the relationship could be terminated if necessary. Overall, the gain in
flexlbillty was considerable. And public services could be expanded faste:.
% The ' purchase of service” concept has been dramatically expanded under the
1967 amendments to the national welfare law. Essentially, these opened up
a program of 3:1 federal matching aids for states and counties that would
“undertake to secure certain sccial services by contracting with other pub-
lic or with private suppliers. (The background and implementation of this
S .. program is much more fully treated in the discussion section later in this
report.) The opportunity in this fashion to quadruple state, lo¢al or
. private dollars going into social services has -- not surptlsingly -- pro-
> duced a rapid expan81on of the contracting approach.

* The arrangement has also made it possible for the governmental bodies to
use their grants, -or contracts, to restructure these private service sys-
-- tems, where experience indicated this would be necessary to secure the de-
sired regults. . Two quite different kinds of problems appeared. -

Some service systems . were unresponsive because they were -essentially mono-
. polistic, There is, almost literally, no other agency available to do the
- job. As a result, the system feels little pressure to change, to- innovate,
’ or to respond to complaints or suggestions from its users. This is, as we:
-~ - understand it, the complaint made against the health care system.
Some systems are unresponsive, on the other hand, because the individual
units are so many and so small and so independent and so short of capital
resources that they do not form a system able to move and adjust and ex-
pand their output with sufficient rapidity. Tnis situation characterizes
the housing industry, and some human service. programs such as day care "\
programs.,-

7

6. “The "contracting” arrangement emerging, by its very nature, emphasizes responsive-
ness and results. It will work, however, only if the policy bodies ara able to
choose among several potential suppliers, thus to reward agencies that are care-
ful about their costs. \ -

Our Task Force was convinced that the contract relationship offers the potential

for the changes which seem essential . . . precisely because it tends strongly to

force a definition of objectives, on the part of the buyer, and of results_and

performance, on the part of the seller. This can be critically important, as the
N N\ ~

N
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policy bodies increasingly séf priorities,; and struggle to maintain the level of
public services in the face of rising costs. But it does not, by itself, give
them sufficient ability to restrain the rise of unit costs. Two problems arise: -

a.

™

b'

—

\
One is the sole~supplier situation, which confronts the public bodies respon-
sible for a good many service areas. Such an arrangement contains an almost
irresistable pressure to expand programs, since operating agencies feel no
pressure. to restrain their unit costs. Poliecy bodies will be helpless against
these increasing costs if they have no options . . . no other providers to
which they could turn if they are dissatisfied by the costs charged by their
present supplierf

N

Essentially this situation now seems to prevail in public education in Minne-
sota, ‘where the Legislature has now contracted, in effect, to pay substantial-
~ly the full cost of educating pupils. A law has been passed limiting the

rate of inerease in property tax leviesg for schools. But this is not the
same as controlling unit costs. And -- because the state has now assumed the
basic responsibility for financing education -- a real possibility exists “that
the local public school districts which organize and provide the service . . .
bearing, now, virtually none of the responsibility for raising the funds . . .
will accede to all kinds of practices which increase unit costs, simply pass-
ing on to the Legislature the larger bill. The Legislature would thus be pre-
sented with a dilemma: to reject the higher costs, with the knowledge that
this would then reduce the program offered; or to maintain the program and
accept the responsibility for increasing its aid and taxes. -One way out of
this dilemma would, of course, be for the Legislature to take control 6f the
unit costs itself . . . for example, setting, at the state level,_all teachers®
salaries. If this is not to happen, then it would seem the Legislature will
have to find some way to encourage the local school districts themselves to be
concerned with increases in their own unit costs. This could happen if, for
the first time, a school district whose costs got too far out of line were to
-find itself confronted with the prospect that service were to be purchased in-

stead from an alternate supplier able to deliver the same program at a lower
cost. :

-

It is on precisely this principle, of course, that public bodies do buy build-
ings and other supplies and "hardware." -

The other is the need for new incentives’tO\encoﬁrage“the supplier -- whether

a public or a private orgdnization -- to complete his defined assipnment at

- the lowest possible cost. In the traditional arrangement increases in costs
and prices have frequently been accepted as inevitable, with public bodies

accepting{ éven if grudgingly) either the increases in appropriation -or the
reduction in service-level needed to make the budget again balance. This
should and can be changed. The basic "“contract" should establish a respomsi-
bility on the organization delivering the service to complete a defined as-
signment in a manner satisfactory to the body ordering the service. The ser-
vice level would be, in other words, set in the terms of the contract. The
pressure then falls on the supplier to hold down increases in his unit costs
during the term of the contract. (It is not, of course, simply a matter of
not losing mon»y. The better the supplier can hold down increases in his

costs, without inflation, the more of the contract price he can keep as profit
for himself. ) -

N

- These arrangements are, of course, familiar in present public practices for
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the acquisition of buildings and other “hardware."” They would be new, and
are unfamiliar, in their application to senvices and other. "software."

Changes would be needed, as well, if the supplier were to be a public agency,
rather than a private commercial organization . . . since the concept of "re-
taining as profif a portion of the savings from improved utilization of-staff
or facilities" has little present application to goverment agencles. (Yet,

as our TasL Force was asked "th not7")

~

The critical element is, however -- again -— the opportunity for the "purchaser"
to.switch to another supplier for a better combination of price and "product."

s

‘This element does not much exist, in the area of public services. The tendency

has been for suppliers of service -- schools, for example -~ to be given an ex-

. clusive franchise within a defined geographic area. There is even some talk of

this principle, now, in health.. . . a "public health district" for primary care,
in.a field where the principle of free choice of vendor has generally prevailed.
And in the*Minneapolis area consideration 1s)present1y being given -- because of
the troublés between the Minneapolis and Hennepin County library systems -- to the

creation of a single, countywide adminlstrative organization for the delivery of
library service.

- In some ways we have seen this issue more clearly ‘at the national 1eve1 and in
_the business sector . . . with laws over the past 100 years striving to maintain

a competition in products and services. The same issue is present in local public
services. Something of the same effort to encourage the appearance of other pro-
‘viders may also be required . ... not only by government, but by such non-profit
purchasers as the United Eynds,’as well.

‘With software services,/as with herdware, all kinds of dangers exist, in a com~

petitive arrangement. It would be an experiment. What is important is to see

* that the present arrangement is also an experiment, with its own dangers, and that

our long-cherished idea of a reSponsive public monopoly may well be one of ‘the
dreams of reason.

{ . -
[N - N -~

it is essential to.recognize that this challenge to improve the utilization of -
“public dollars falls not only -on governmental agencies but also on the private
agencies operating on a non—profit\ basis. In some ways it falls more heavily
‘on these nonprofits, sinc e\they are inevitably less subject to the financial con-
trol systems and to the political over31ght on costs, and on results, than are
governmental agencies. . . S - _

The'term "non-profit" is-an unsatisfactory one, which does not well- express the

central distinction we are trying to make. This is the distinction between or-
_ganizatiouns (governmental and non-governmental) that are under real incentives to

AN e

control their costs, as opposed to those that are not. _ -

This emerging situation represents another opportunity for Minnesota, pérceiving
basic trends and changes, to act dectsively. to move ahead of the rest of the
country. -

In recent years, particularly, this state has been extremely innovative in the
development of ways to make public instltutlons responsive to citizen concerns

« « o« to take control of the physical problems ‘of urban development in the Twin
Cities metropolitan area . . . and, most recently, to undertake a thorough-going
revision of the local government fiscal system which has brought national atten-
tion. ° m%emmmumsthmtmhthmdus&Mcmeﬂmahwnhme

-

~
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reforms . . . but bring a secondary benefit as well: Frequently, the demonstra-

‘tions undertaken here attract substantial federal or national foundation finan-

cing . . . as the delivery of higher education services, and for experiments in

the organization of elementary and secondary education. ) :

a. ~This will require an organized, planned, directed "research and development"
program in methods of delivering “"software" services. Experiments will be
needed in the development of contracts . . . in the measurement of objectives
« . . in the construction of new compensation systems carrying incentives
both for organizations and for individuals . . . and in the process of nego-
tiation or competition through which a choice is made among alternative sup-
pliers. - .

b. --This cannot happen without the affirmative support of government -- particu-
larly of state government -- and particularly of the Legislature. We are,
after all, talking about public services, for which government is responsible.
State government is coming, more than ever before, to play a cemntral role in
the shaping of the overall system. And the Legislature is, ultimately, the
"buyer" that puts up the money.

Significant accomplishment is likely to depend on the appearance of a strong ini-
tiative from the private sector, and from business organizations in particular.

Clearly, the cooperation of both the government and the private sector is essen-
tial for the new kind of partnership arrangement for service delivery which we
envision. Rethinking, replanmning, reorganizing will be necessary on both sides.
A separate question arises, however, about the manner in which this new arrange-
ment is started. We are convinced that the soundest and most productive approach
would be for. the change to arise first within the private sector, perhaps in re-
sponse to a specific request from government.
a. It is not inconceivable that the initiative in developing the proposal could
. come from public agencies presently delivering services as public bureaus.
‘ﬂg do not, however, regard this as likely.
We stress again: -The essential characteristic of the "new model" delivery
mechanism we envision is not that it is non-governmental, rather than govern-
mental, but rather that it focuses on obJectlves, and on results, and is sub-
ject to incentives to be conscious of its costs. There are, presently, some
public and gowernmenta1 ‘agencies operating on this basis . . . public agericies -
selling electricity to public and private comsumers on contract, for example.
And it is possible that the administrative staff of a school might want to
propose a new, single contract with the school board for the performance of
educational services . . . or that the administrative staff of a munieipality
might contract with the 'village council for the management cof the commmity.
Qur Task Force talked, in fact, with a school principal and a village manager
who suggested precisely--these things. It seems to us, however, that these
cases -must be considered exceptional, and that -- as a general rule -- the
traditional ‘public service agencies are not the places from which this new
relationship is most likely to be proposed.

‘b. The delivery of services on a results-oriented, fixed-price basis is more

. logical for organizations that are presently operating in a "market" situa=
tion. Organizations, given time and interest, can change the field in which
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they operate. What is harder is to change the method in which they operate.
We believe it would be particularly difficult for non- non-profit organizations
to undertake the ‘type of cost-conscious contracting which needs to be devel-
oped. We should look, rather toward organizatioms. that ‘have been operating
in a - competitive environment. Business firms of this_ sort possess a nunber -
of characteristics useful and important to any public policy body seeking a
new arrangement for delivering services at lower unit cost. {(For a fuller
discussion of these p01nts, see page 28.) Typically, such firms: ’

*

*

*

%

*

% _Understand the importance of and are skllled in, marketing and promotlon,'

*

*

Are accustomed to be measured by results —— - whether defined in terms of
volume of activ1ty, or margin of revenue over cost.

1

Possess fully developed systems for the measurement and control of costs.
Operate w1th incentives -- compensatlon systems prov1d1ng motivation to
the organization as a whole to perform.

Are accustomed to acceptlng the possibillty of-loss or failure in return
" for the opportunity to-earn larger rewards.

Understand the importance of change and innovation, and ‘a wiliingness to
undertake ventures in the search for new ways to deliver products or ser-
vices at lower cost. . ~

~

‘and in market -surveys-and consumer research.<

/
P

Listen and respond to the preferences of consumers in situatlons where
other providers are offering competing and different products.

Have access to the capital resources needed to expand operétions and ser-

vick as demand rises.

The need is to challenge business to see that entry into this field of pub-

lic services 1s in its interest, aq well as w1th1n its capgbilities.

)

Probably it is fair to say bu31ness is mot, at this point,- oriented in this
direction. ‘ S

&

I~

While business is increasingly -thinking and talking about its role in the
isolution of social and urban problems, the response stops short of what we
think is essential.. Firms are sensitive to the concept of "social respon-
sibility" in terms of conducting their present activities with greater
awvareness of their impact on the physical and social environment . . .

and in terms ofthe opportunity to contribute both money and time of indi-
widuals from their organizations to community enterprises ~— governmental
or non-govermmental. We do not find a significant awareness of the desir-
ability or possibility of entering the field of public or commumity ser-
vices with their organizations as organizations. This is what is needed.

Such a venture . . ..formally to offer to carry out a defined public mis~ .

sion successfully in return for a defined .dollar payment . . . would re-
present a new and risky undertaking. The field of activity may be unfam-
iliar. There will be heightened exposure to community controversy. And

profitability is by no means assured. - s
N
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Nevertheless, we believe compelling reasons,éxist for business to investi-
gate, and to enter, this field of service delivery. \

* Services in general . . . and services in which government is a purchaser,
in particular . . . are, surely, a major growth sector in the economy. A
firm committed to careful t:hlnklng about its future can ill afford to ig-
nore this trend.

* Differences between the area of public services and traditional areas of
commercial activity are likely to narrow in the future, as public controls
and requirements -continue to expand . . . as they have recently, with re-
spect to the production of automobiles, the production and transportation
of petroleum, the production and marketing of consumer durables, and the
processing of food.

% The potential for profit is likely to be real and ‘realizable. Government
‘buys and business sells buildings, vehicles, machinery, equipment and sup-
plies on a for-profit, and profitable, basis. There seems little reason
to believe that the same relationship cannot develop with respect to ser-.
vices, if cost and-performance can be defined.

* A case for entry exists, even where the prospect for profitability seems
likely to run below the rate that could be achieved in present or other
prospective commercial lines of activity . . . even if a venture should
need to be conducted for a time on a zero-return basis. A firm could ap-
propriately, we believe, treat the margin of profit foregone as essential-
ly its contribution to a/puhlic or community cause.

* There may be other—than—monéféry considerations that would adequately
justify entry.  Certainly, private organizations,-in their capacity as
- taxpayer, have a'geﬂéral interest in the more effective and efficient pro-/
vision of public services . . . and in malntaining, _generally, the scope
and vigor of the private sector itself. -

The ¢thange to a more fexplicit" com:wacmng “will not r»eqm,re the replacement of
the present system: Wha+ 18 reqazred is simply a. stzmulus to the present system.
The change we are suggestlng will be evolutionary, even to the degree it becomes
successful. And it may never involve more than a part of the total system for
the delivery of services. WNevertheless, it is a critically needed experiment,
and it needs to begin now. As-the change gets started, it w111 be helpful to
keep a few key pritciples in mind:

a. All the various service ‘areas must be open for re-examination. Just as we
would not foreclose the idea of governmental bodies beginning to deliver ser-
vice in areas where the providers are now primarily private, so we believe
the opportunity for comtracting and for the entry of new providers must oc-
cur also in areas in which the delivery system is now primarily governmental.
Hennepin County has, for example, over the last ten years basically reappra-
ised the desirability of retaining —- and, in fact, rebuilding -~ a public
hospiral/clinlc, in a field which, of course, is primarily-private . . . and
has determlned that, in this sense, a "mixed" system will be retained.

~ :
b. Tho crucial "mix" however is not that of public and private, but_that of
organizations on_appropriation and those on fixed-price contracts. In this

- P
/
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sense, too, the health field appears to be;changing,_es\a basic reappraisal

- 1s made of the hospital and medical institutions which have not been subject

to the discipline of limited resources. ("In no other realm of economic life,"
a leading authority wrote a few years ago, U repayment guaranteed for costs
that are neither regulated by public authority, nor controlled by competltion,
and in which no incentive for economy can be discerned.") This is 4 good
example of the basic point we make: It does not appear to be contemplated
that the so-called "health maintenance organlzatlons now being developed

to contract with the recipients-of health care services on a price-conscious

~and results-oriented basis will come to replace totally the. present fee-for-

service system. -The idea is that these will supplement the present- system
« « . will provide a choice . . . and will provide a stimulus to the” remain-
der (which may continue to represent the- majorlty) of the system.

It is important to move with real d;gpatch. Where change comes slowly, it
must be started early. While we wait, the rise of costs in public services
continues, inexorably. The purchase-of-service program needs to be put in
grder before the increasingly large sums of dollars become involved in some
eerious challenge: It is essential to understand that what is under way,
essentially, in this program is the spending of larger and larger sumg of
public money to purchase services, usually either without negotiation or:-
competitive bidding among suppliers, with few of any cost controls, and with
little ability to determine what is, in the end, delivered in return for the
dollars expended. ' . )

Lo

The effort must be regarded as an experiment. It is probably impossible to-

know for certain, at this point, that the extension of the use of the con- .
tracting arrangement will, in fact, produce the results we hope for. It is,

however, worth trying .. . . because it is'the essence of the contract ar-

rangement that the buyer must set forth clearly his objectives, and the sell-

er must define what is being furnished in return for the dollars paid. It
therefore addresses what have seemed to us to be two of the critical problems
in the delivery of public services in this state and this point in time: The
need for clearer statements of’ objectives and priorities, and some real ‘meas-:
urement of the results achieved. So it is worth trying. More than this:
Many different things are worth trying, since no one knows what will, in

‘fact, succeed. The experiments must be broad in scope. And they must per-

sist over a reasonable period of years.
‘The effort to control costs, while important, must not obscure the central
objective . . . which is to maintain and improve services and to make the -
service delivery organizations more responsive to the needs of: the people |
being served. The freeing up of financial resources, which we believe will
result, is, of course, a means to an end: The effort to enlarge the range

of organizations interested in supplying services to policy hodies, while -
it should result in better utilization and lower cost, will provide at the
same time a larger range of choices to the recipients of services. For
various reasons, the range of choices may not be as broad in some:service -
‘areas as it is, for example, in health care —- where the “free choice of N
vendor"” policy has dominated, almost from the beginning of the public health
insurance programs. Even a limited opportunity to choose . . « to "switch"
between organizations can have important cohsequences, however; Public
officials, like businessmen, watch trends in public oreferences closely, and
frequently make significant adjustments as-a result of even fairly small
percentage shifts. The direct correlatlon betWeen the opportunity for

—_
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meanlngful choices, and the responsiveness of the organlzatlons offerlng
services, is central. . ) -

This extension of the "choice" principle cannot, of course, be the only con-
trol on the quality of the 'services delivered: No one believes that the
choices made by well-informed consumers ‘among competing airlines, for ex- .
ample, are, by themselves, enough to insure a sufficiently high quality of
aircraft maintenance and safety. Yet this element of customer choice among

competing airlines is a part of the "accountability" mechanism which visibly

determines -—- and improves -- their performance.”

The pfimary need is for the two methods of service delivery cohﬁinuously to

- be tested against each other. A system of contracting with organizations

(governmental and non-governmental) that are under clear and strong incen-
tives to minimize their costs can -- if unrestrained -- serve the public

-interest as badly in certain situations as a system of bureaus or non-proflt

agencies (governmental or non~governmental) unrestrained by any acconntabll-
ity for costs and results. Neither should be used to the exclusion of the
other. In state government, as in (for example) federal procurement in re-_
cent years . . . the general public interest lies in keeping alive at all
times the options to switch from one system to the other. Even the possi-
bility of a change can work powerfully to keep a 'delivery" organization
responsive to the objectives of its client. The overriding need at this
time is to introduce precisely this effective system of check-and-balance

into the large and rapidly expanding field of human and social services.

\

~
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- " RECOMMENDATIONS >

~ - . S EAN

A hypothesis™ ' v - - _ B 7 7

What we “have presented\here is an idea. It is a complex 1dea,\both in concept and
in application. But it .is an important idea. We believe it must be discussed And
- wherever possible,\and as soon as possible -- it must be tried N =\

\
- J

Qur essentia; recommendation, therefore, is that the community now begin the ‘broad-
estipossible discussion of what has been presented he're. We- hope the idea will be
discussed,within government. We hope it will be discussed within those groups that
répresent ‘the consumers of public services. And, particularly, we hope it will be
discussed by 1eaders in the business community. - o
As this discussion begins, it will be 1mportant\to recognize that our analysis has
Tdistinguished two somewhat ~different-situations, with different amplicetions for the
action that might be taken, by government or by business.
A
%~ First, there are those areas of "’ communi ty concern in which government
g \ agencies presently carry the primary responsibility for the performance )
' " of service. It is in this situation that the principal opportunity, ‘
exists _for the use, of "contracting" to enlarge .the diversity of choice
offered to the public and to increase accountability‘to ithe bodies that
' make public policy decisions. ~ SR -
Second, there are those areas of community concern in which services are
performed primarily by private and frequently non-profit organizations
. .« . or in which no organization, public or private, has assumed re- "
“ sponsibility for- their performance at all. 1In this situation the oppor-
tunity is for some competent organization simply to move, on its own- Ny
initiative, to undertake the service that needs: to be performed or to o
be better performed. . . g ‘ ‘

/)

Once again: What we propose is the testing of a hypothe31s ‘« « & an experiment.

Our case is not that the idea we have described W111 work,\put that it should,be
_ tried, ) 1
’ KKk k k Kk koA Kk kR
’ : I
. N ~. o
Our proposal « « ¢ our chailenge\. . « to the Twin Cities community can-therefore
be stated quite simple: - AT - - ) |
’_ . — ’L ’ /\
1) We urge the magjor governmental and buszness’tnstztutzons to organzze themselves,
during the fall of 1972, to undertake an emammnatzon of the idea advanced in

. this report as it might be applied in a sertes of ecurrent problem areas.

a) By "government" we mean the principalxpolicz institutions -~ both on'the
legislative and on the executive side -- at the state and county level and
perhaps also at the municipal level in certain of the larger municipalities.\\

N,
N \

In other words: the uyers of services « « -+ the bodies that makelthe-de-

cisions whether a service is to be providedé when° in what quantity, and
for whom. N '
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b) By Ybusiness" we mean —- as a pract1ca1 matter -~ the firms that have their
headquarters, and therefore their primary social commitment« in and to Min-
nesota and the Twin Cities metrOpolitan area. ., - oo

—

- -

In other words: the prov1ders of services . . . the organizations able , "/
~and'willing to undertake a defined assignment for a fixed sum of monay, '
and for a minimum teturn, if any; and’ to maintain that commitment for a

s1gnif1cant perlod of time. - Y - ;T “‘v"

/
/ . ~

We would not exclude from thls definitlon non-profit private organiza-" .

o tions . . . or even a unit of an existing public agency (the staff of a

‘school, for example, or of a correctional institution) that might want | ‘to<.
enter into a contracting relationship with its appropriate policy body.
¢ < \ -
c)~\In our reference to "current problem areas"'we/suggest-the follow1ng forA;
specific and detailed study: -~ ~ . . : - -

. - T L Vi
*# Day care -~ Could measurable ob éctives be developed for this service,
vay care , Ao -
and parties compensated according to results? ©Should this be shapcd
specifically around the operation of centers? Or as~£amilz~day care,

offered in pr1vate homes7 . -

= . ~N
N\ N N * ~ PR
. . Y, ¢

Nursing homes -- Can this service be reshaped, from simple‘custodz
into a program in which some-party takes broader respons1b111ty for

. the various (physical social;precreatlonal) needs of the elderly,

/. and in which dis-incentives exist for slmple bed care’ : =

Education - School boards in several\c1t1es are.now beglnning to con-
_ tract 'with various kinds of organizations —-- includlng proprietary or-
ganizations ~- for the delivery of educétional services. Sometimes

ves SpEClallzed programs within-a school, or within a district. Mlght/

- not this be tried in the Twin Cities area, too.. . . elther-by contract—\~

-ing with-a non-school organ1zation, or through the device of a new, N

results-oriented ‘contract smgned between the\school board and an exist-
_ ing administrative.and teaching staff at a school? Why could not" the C
* state's new Council om Guality Education solicit such a proposal from

some innovat;ve sthocl distr1ct in Mlnnesota7‘ e d

A -

- s
\ /

* Legal services -- Could organizations be formed to undertake resp;msi—

: b111ty for prov1ding 1egal‘serv1ces to IOWblncome areas? _ N N
\\ N o N
\*‘\Soc1al serv1ces - Could~the programs whlch’now per1de home‘caré;\'_‘ :
"chore'" services, recreation-services, etc., to the elderly or non- . ~ -

‘elderly low-income populat1on be handled by contract,hw1th results
identified’ ‘and accountablllty enforced partly by the cho1ce of the
recipients of the services? Is it possible that a nuimber of these
individual social services could he "packed together” and put on a
-geographic basis, to be delivered by .a single oréanization under

- contract with the community council of a particular low-income ° N
= . -neighborhood? S , - “
. _ - ) - > _ - J
{ o
NN ﬁ\ N - i / AN
’ - ~ - N e ~

a (as in Gary, Indiana) sthis - 1nvolves whole\schools, sometimes it 1nvol- o~
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Corrections facilities -- Could objectives be set in such a way that
the operation of these imstitutions, at the state or-community level,
could be undertaken by some party on a contract<basis7
~. N [N

Rehabilitation of offenders -- Could the expense incurred\by the state
in the incarceration of offenders be treated as an insurance proposi-’
tion, with some party undertaking, in return for a/ defined payment, to
take responsibility for the rehabilitation of an offender and to .com-
pensate the state for the costs if a,second offense should occur? )

Manpower -~ Could the public purchase, and could some party take re-
sponsibility for providing, an integrated service that would involve,
identifying the unemployed, determining their skills, retraining, job
placement, and on—the—job counsellng7 ,
Transit marketing —— Could the parties providing transit service be”
given responsibility not simply for running vehicles~but also for in-
creasing patronage « « . and compensated according to results9
Housinp management --— Could houses in a neighborhoad, like the units
in an apartment building, be put under a kind of organized management,
responsible for overall maintenance ‘and central services? /

Land assembly -- Citizemns League,studies suggest it - would be desirable
if the rebuilding of the 80-year-old areas around the central cores
took place in umnits of somewhat larger size. This requires the assem-
bly of land parcels. “Government cannot easily do this itself, with™
public-authority and public funds. Could some party provide this ser-
vice-of land assembly . . . aor, at a minimum; pre-assembly, 1eav1ng
"hold-out" parcels the responsibility of government9 ~

/ — . “.

) \

Solid waste —- Could new incentives be developed, to which private
parties would respond for the recyeling, rather than simply the “dis-
_posal” ;/of solid wastes? ~Should the present arrangements for collec=
tion be reviewed so that--while maintaining its combined features for
garbage and refuse~--incéntives are retained for. maxim&m efficiency in
service? 1Is it conceivable that the public agencies responsible for
ensuring proper disposal simply contract with private parties for this

job -~ leaving to the latter the decision about how best to handle the
disposal?

o 4

Under—utilized housing -- The creation of additional housing not through
the construction of new buildings but, rather, by bringing onto the mar-
ket units now existing but under-utilized within the present housing -
stock. The program should be aimed primarily, but by no means exclu- b
sively, at families of low and moderate income. It will in some cases,
but not in all, involve a physical rehabilitation of the 'turnover’

housing units. )

o o

The Minnesota Zoo —- Thé development and operation of the presently-
authorized state zoological garden .. . .on the site provided by the

Minnesota Zoo Board, and in line with the plan of the board, but pri- -

'~ vately financed from reasonable'charges to the public.

\\

Ve
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* Neighborhood clinics —— The early establishment of primary care “centers -
for health services,. particularly in the less<well-served inner—city\resi—
~dential areas of Minneapolis and St. Paul

* De-toxification centers -- The development and operation of the gservices
required by 1971 state legislation re-defining drunkenness- as an lllness.
This would include the provision both of facilities and -of staff .
both for the short-term 'holding' and for the long térm rehabilitation of
inebriates. ~ . . / , C

o~ - . N . -
d) We envision,'as an outcome of the several studies,.a set of requests for
_ proposals' by-the public bodies covering program areas in which contracting
appears both feasible and desirable; and g set of 'proposals' by business
firms or other potential providers for services ‘they believe could and >
should be provided by contractJ ) h !

\,
~— .

P

—
—

We belieVe studies‘in some areas. could be completed, and action proposals
presented before the end of the current year. Others should result in ten~

tative conclusions, at least, by July 1973, o
o

2) The Bbard of\Dzrectors of the CLtzzens League should,

e

-

a) “Program for study in-1972-73 several additional issue areas in which the imp/

‘-plementation of governmental policy might feasibly occur-through the kind of;
results-oriented contracting described in this report. A particularly high
priority should be given to a review of the state pilan for the provision of

~

3,,7 social ‘services under the Social Securlty Act, and the practicde that has de-

veloped in the counties in the Twin Cities area: the purchase of sérvice, the

kinds of providers eligible for contracting, the nature of "local matching"

contributions, etc. K -

b) Establish a special task force,’ composed in part of members of the Policy.
Planning Task Force, to stimulate interestéd business’ fifms and public offi-

cials to pursue the discussion of the concept presented. -

"\

N
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DISCUSSION OF RECOMMENDATIONS !

1. Who would you reaZZy e:cpsct to respond to your proposal . . » and why?

‘Certainly, it will not appeal to different individuals, or different organizatioms,
tor the same reasons. But we don't think that matters. The striking thing ~~ as
we've thought about it --!is the variety of different parties to whom the concept
of contracting does present some appealing aspect.’

~ We think it will be attractive, for example, to:

* A'good public administrator . . . who is committed to public services, and to
quality public services, and who wants to see programs expand . . . but who
is concerned about the ability to draw resources from the public, given the
present weakening of confidence in the responsiveness and the effectiveness
and efficiency of governmental programs.

* The businessman . . . concerned about the political and sccial health of his
community, and wanting to make a contribution toward the easing of problems
. . . but uncertain that his present contributions and effort are making
maximum impact on problems that are really fundamental. Or a businessman
B simply concerned, in his capacity as taxpayer, about the cost and effective-
- ness of government. -

* The leader of an inner-city action group . . . concerned to make institutions
-~ governmental and private -- more responsive to the persons they sexve . ., .
and who recognizes the concept of "alternatives" and "choices" as central to
a strategy of increasing this responsiveness. .

- % A public employee . . . who believes in the effectiveness of ‘his organization,

* who resents criticism of its performance, and who is looking for an opportunity,
and a way, to demonstrate what it is producing. A public employee, too, who
would like a freer hand in experimenting with new ways-of doing things. An
employee attracted by the idea that he and his organization might benefit dir-

. - ectly from the economies and efficiencies that could result from changes- they
might introduce.

* An elected official . . . under pressure from his constituents and taxpayers
.to expand and improve services and -- at the same time -~ to hold down taxes
and spending.

kA parent . . . anxious for evidence of what is, in fact, being accomplished
~-  1in the schools, and wondering whether what might be accomplished by the other
method of teaching and learning now being suggested. g

N * A citizen . . . concerned about the rate of change, and the new problems fac-
© ing the community, and anxious about the need to adjust priorities in public
programs and in public spending . . . and frustrated by the slowness w;th which
" 'the existing system responds. - — N

~ - N

2. Is contracting really feasible when we'vre talking about pubZic“services9 Doesn't

‘ - eontracting depend on the ability to measure very preczsely what is betng bought,
hS . and delivered?

N



\ 7 .
i v - : ~26- . ’ -
v We found it important to make a dlstinction between the concept of "contracting
in general and the _concept of performance contracting in particular. V'’

If the question « « « Or our proposal . . . involved performance contracting, spe-
c1fically, our answer to the guestion would be '"yes." Performance contracting, as
wg understand it, does involve -- or attempt -- a precise measurement of what is
to'be purchased by the public body, and what is to be provided by the contractor. .

~ And we are -- from our discussions -- familiar with the problems raised.as this
requirement for measurement and quantification is 1ntroduced into. such service
areas as education, health or social services. -

Yet -- as we thought about it -—- it seemed fairly clear that contracting is possi-
ble without precise measurement. As a matter of practical fact, it goes on now
. + « in government, and in the affairs of all kinds of private organizations and
private individuals. Government for example, contracts for such professional
services as architecture, engineering, financial advice, design, and legal services.
/Some governmental units contract for maintenance service in their buildings. Some"
contract for protection services. Most contract for insurance services. In all
these, ‘it is probably impossible to specify on a performance basis what is to be
accomplished .« « . and it is impossible for the contractor, on the other side, to
. quantify what: has been delivered, and accomplished, when it comes time for the
compenSation*to be paid. Nevertheless, specifications. are written, and proposals
or bids are offered, and contracts are negotiated and signed. And, from year to
* year, the policy bodies purchasing services occasionally decide to move from one
o supplier to another . . . and make these decisions on a reasonable ba51s even with-
out what an expert would regard as "hard data." And in the experience of any indivi-
dual, we felt, it is not necessary to be able to evaluate automobiles as they
would be evaluated, say, by the Society of Automotive Engineers, in order for a
“person to make a reasonable decision to move his purchase this year from one auto-
. mobile:dealer to another.’

' What this suggests, of course,-is that the key to the assessment and evaluation

‘. . . the "inspection of the work", if you will, needed in contracting. . . may not
be the ability to generate hard dataL Rather, the key may be the development of
new and better ways to "measure' the service in terms of the way the people who
have been receiving it . . . the customers . . . feel about it,

AN

3. * Your whole idea . . . about contracting introducing incentives on supplzers to . -
work down costs .- . . seems to presume that there are, in fact, economies that can
be made, in the major service areas. . -

That's correct: it does. This conclusion of ours rests on the findings in a ser-
jes of recent reports by the Citizens League . . . which suggest that inm most of
our major public systems substantial "capacity" exists for the improved utiliza-
tion of staff or facilities: enough, in many cases, to permit a maintenance or
¢ ereductlon in program costs, even in the face of rising prices for materials and ~
rislng salaries for personnel Summarizing briefly:
Lo A report in 1969 underllned the potential in year—round use of school buildings.
" Subsequently, school districts, such as the one in Mora, Minnesota -- :faced with
rising enrollments and limited resources -- have moved to year-round ‘use of
schools, thereby avoiding additional bond issues and taxes.
~o R .
'* 1In 1971 a report on school buildings in St. Paul pointed to tHe existence of
unutilized space for classes -- either in existing public buildings, in\exist-

(o
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ing parochial schopls, or in existing commercial buildings which might be
adapted to educational purposes. More recently, the State Commissioner of
Education (followed by a survey in the St. Paul newspapers) highlighted this
pattern generally around the early postwar suburbs of the Twin Cities area:
significant numbers of empty classrooms in some school districts, at a t1me
when some schools are over capacity in adjoining districts.

% The same 1969 report on schools suggestEd the possibility of improved utili-

« zation of school staff . . . by differnetiating personnel assignments in such
a way that professional salaries were paid only to persons doing professional
work, and para-professional jobs were filled by persons with less than profes~-
sional training and paid at comparable lower rates.

* In an examination of the area's tramsportation system in 1971, a League com~
mittee concluded that the pressure for the construction of additional highway
facilities results essentially from the concentration of trips at the peak
hours. Our highways are filled to capacity only about 20 hours a week . . .
and then, by wvehicles each of which is typically filled only to about 'one-
quarter of its capacity. Essentially the same situation has recently been
underscored with respect to discussions about the airport . . . with suggest-~

- ions that runways are, similarly, filled to capacity only part of the day, and
then with planes operating on the average at 60% or less of seat capacity. In
\general considerable potential seems to exist for deferring major capital in-
vestments by measures to spread the use of these expensive facilities more uni-

x‘formly throughout the day, throughout the week, or throughout the year.

The League's second study on housing concluded tentatively that the Twin Cities
area has, not so much a problem of housing shortage, as a problem of misalloca-
tion, between units and families. The crowding that exists is matched by the
"under-crowding" now of large numbers of multi-bedroom houses occupied by
single individuals and couples. The report suggested the urgent need for a
study of ways to encourage a turnover of the housing stock so that this exist-
_ 4ng, expensive capacity was increasingly released for the use of families with
chlldren now needing larger quarters.

" * The 1970 report on health care noted that utilization was a dominant theme in

discussions about the problems of the health care system. Utilization pro- _
.. grams have, in fact, been installed in many -- if not most -- hospitals . . .
in an effort to reduce the length of stay, as an alternative to the construc-
tion of additional beds. More recently, in 1971, legislation was passed per-
mitting the Metropolitan Health Board to control the expansion of the bed
supply, as an effort to force attempts by doctors and hospitals to reduce the
length of stay. Under pressure of costs, too, hospitals began, years ago, to
differentiate the assignment of personnel . . . gradually passing non-profess—
ional duties from doctors to nurses, and from nurses to LPNs and nurses' aides,
in an effort to make the best use of expensive -- and scarce -- professional °
tine, ' -

The League has not been alone in p01nt1ng out potential for better use of dol-
lars through differentiated staffing, multiple use of facilities,.and the spread-
ing out of peak demand. Little has been done, however . . . largely because so
little motivation and incentive presently exist for governmental agencies and
such non-profit organizations ‘as schools and hospitals to make these changes.

An effort is now under way, locally and in federal legislation, to introduce

—
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-these inéentives into the health system, for example, through‘the developrent of

prepaid group practice, or "health maintenance organizations." But these changes
have been largely frustrated in housing by a set of tax incentives which make it
easier for the owners of large and expensive housing to continue to occupy their
under-utilized properties. And the transportation system. '(the highway/auto sys-
tem, at least) is still 'S0 largely financed by general tax revenues, and each use
of the highway.-is s0 totally unrelated to any costs incurred, that the driver
feels virtually no “incentive to make full use of his vehicle or to make better —
use of the roadways. (The contrast between the road system and other utility
systems is interesting: Such commercial utilities as power and telephone have

. established pricing systems to encourage off-peak use of facilities.) Public

transit represents, of course, a’ utilization program, essent1a11y, that is only
now really being developgd. -~

N '
~

Do you see these new ﬁprovzdbr" arganzzatzons being for-profit ... . or non-
profit .« . or'what? -

This may sound a little strange . . . but -- essentially -- it doesn't make any
difference. As our report indicates, the essential thing is that the provider
organization undertake. to_carry out its job on a fixed-price contract. This
contract may contain a profit . . . or no profit . . . or some profit . . .,
which is a less-than-normal profit. The key thing -- again -— is the incentive

~set up by the fixed-price arrangement . . . so that rising prices of materials

and personnel will play out into improved utilization and staff facilities,
rather than -~ as too frequently at present —- into either increased appropria-
tions or reduction in the ;level of service provided. This is why, in our view,
the central dlstinction in our amalysis is not the distlnction between "govern-
mental". and non—governmental" or between "public" and “private."”

Whether '‘a contract provides for a profit or not will depend very largely on the
motives of the supplier offering to do the work. It is not inconceivable that
some business firm in the Twin Cities area, for example, might offer to carry out
an assignment on a no-profit basis. Businessmen have been known, before, to-get
something for a valued customer "at cost." And dollars lost in a profit foregone
may come out essentlally to the same thing as dollars contributed directly from

- the business's treasury for some civic cause. :On the other hand, the opportunity

to share directly/in any savings or efficiencies that result might well be import-
ant -- and worth while, from the public point of view -- in motivating the sup-
plier to perform on his .contract. It is this, of course, that is missing when”

_services are delivered by "bureaus" -- administrative staffs funded by an appro-

priation rather than by income earned from the work they do. However intelligent,
well-trained and highly-motivated the people involved, the system by which the
bureaus wotrk lacks, we believe, a certain important incentive to respond to the
needs for service with real dispateh. It is, in a sense, unfair to select ‘out
one example . . . but perhaps it is worth mentioning-as a case in point the ef-
fort by.the old Metropolitan Planning Commission beginning about 1962 to draw a
comprehensive plan for the Forest Lake district. This is the kind of job done
routinely by commercial planning firms on contract to mumicipalities and other
agencies: The MPC plan was still uncompleted when the agency went out of exist-
ence in 1967. It was finally finished by the successor Metropolitan Council
about 1968. } g

~

It is important to try to state quite carnfully our feelings about the potential
of non«profit private agencies as contractors in the kind of -relationship we en-
vision. - There is a very real issue here, because of the drift of (especially

N
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federal). policy toward the use . . . indeed, in some areas, the exclusive use
. « . of non-profit vehicles for the delivery of social services. One of the
characteristics of some of the new federal programs is that they contain clear
"restrictions against profit-maklng, ‘or potentially profit-making, providers,
thereby virtually requiring the use of non-profit mechanisms.

It is difficulf to express a reluctance to see non-profit organizations emerge
as, increasingly, the deliverers of these social services. They are doing im-
portant work. They are staffed in most cases with highly-motivated people . . .

- who are, in many cases, substantially. underpaid. And they not uncommonly work

in substandard quarters. Knowing, as we do, the way they scrape along from year
to -year for financial suRport it is hard to suggest that they are anything but
careful and economical agencies in carrying out their program. It is much easier,
and much more defensible, to argue their limitations in terms of their difficul-~-
ties -~ given their lack of resources -- in moving as rapidly as may be needed

to acquire thelfacilities and the staff to expand programs as the demand for
service grows. But we cannot, nevertheless, conceal some reluctance to see a
continuvation of the exclusive preference for _the non-profit organization' as the
vehicle for the delivery of services. Being “also a “bureau'’’, funded by an annual
appropriation, the non-profit agency suffers from ‘the same essential limitations
as the governmental agency. And some very real questions about their effective-
ness and economy could arise if they should ever begin to be more fully funded.
This is, of course, what did happen with hospitals . . . non-profit agencies,
which were once as severely constrained in their own budget as most private so-
cial service agencies still are, in theirs, today. . . which some years ago,

with the arrival of health insurance, began to be much better funded and rapidly
developed into one of the really serious cost-control problems in the whole health/
education/welfare area, It is not inconceivable that other services may someday
begln to be funded in a cowmparable manner, producing comparable problems. Indeed,
Just this does now \appear to be ‘happening as the new federal programs that began
in 1967 result in Qge gradual shift of non-profit organizations off their tradi-
tionally exclusive dependence on limited private fundlng, and onto a growing base
of public and federal flnancing. A

(It is also important to watch carefully the definition of "non-profit". It pre-
sumably refers to an organization in which some amount of earnings remains as
surplus after the payment of expenses within a given period of time. . . a sur-
Plus which is then paid over to the owners of the enterprise. There are, how-
-ever, organizatiomsset up as non-profits which also complete their year with a
surplus of revenues over expenditures. . . but which qualify as "non-profits"
simply becauseé they have no owners. They simply pay out the surplus in compensa-
“tion to the members of their staff . . . or in perquisites, or ip improvements to
facilities. By contrast, of course, organizations set up nominally as 'for-
profit" organizations can, in fact, end their year -- by accident or by design --
with no excess of revenues over expenditures. Under the definitions appearing
in federal law and regulations, the former could qualify to take on some of the
new social service or housing respon31bilit1es while the latter could not. This
"seems to us-to make no sense.) -
; Our Task Force also found in its discussions with resource perSons some feeling
- (and this may perhaps be the source of some of the restrictions that favor non-
profit organlzatlons) that in these social service areas it is improper for the
prov1ders to . be even potentially profit-making. And it is true, certainly, that
. many of these services do have their origin in charitable impulses and charitable
\ institutions, §uch as churches and welfare societies. Yet the fact 1s that such
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basic human necessities as food, shelter and clothing are provided almost exclu~-
sively by for-profit organizations, and the medical care system is clearly not a
non-profit enterprise. It may be that this pattern of restrictions, dating back
to some unknown. origin, has simply been carried forward inadvertently from one
- program to another. This has become the pattern in federal housing legislation
L . « » even though, quite demonstrably, now the result is to concentrate federal
_ aids in church-sponsored and other non-profit housing corporations, newly created,
which are, in many respects, the least able to undertake the complex business of
. <. - housing project development, and whose good intentions prove no substitute for
the technical skills and experience required.
N We seek a new vehicle . . . with some charatteristics of the traditional non-
profits' commitment to service . . . and with some limitation on profit . . .
yet with something, too, of the _pressures imposed on organizations in the market-
. place to secure their revenues by demonstrating their ability to complete an as-
B signment on time and within. budget. - Put another way: While the community conptin-
uves to use its governmental agencies and its existing non-profit organizations,

N canpot it also try to take its strong and well-managed commercial organizations
% ~and draw, them into the critical public problem areas?
T / L AN

5. There have been a number of references to thesé new programs oj’jbdbral aid fbp
social services. Is it posstble to explatn a little more clearly what these are,
~ and how they orzgznated and how they are operatzng currently?
We have found this whole program extraordinarily little known, even by legislators

- ) in Minnesota, and certainly by -the general public. Its essentials, as we under-
stand them, are as follows: 7 -

It has its origins in a growing concern during the 1960s about the increase in
‘welfare rolls, particularly in major cities around the country . . . and in the
‘ steadily rising federal obligation for the financing of public assistance. It
. - appeared that the public response was simply ‘to fund the rising welfare case
) load . . . and to do very 1itt1e about the”’ essentlal causes.

- , In 1967, as a result, a number of amendments were made to.the basic Social Secur-
ity Act, intended to stimulate localities around the country to provide the kind
of services to needy families that -- it was hoped —=- might provide the kind of
support that would permit them to continue, or to develop, as stable working

j) families and to prevent their dependence on. public assistance. In concept, it

is not fundamentaily umlike what has been appearing in health care . . . and

where, similarly, the interest now is moving away from expenditures for the treat-

ment of people who become ill and toward programs to maintain the health of indi-

—~ wvdduals and families. A broad range of social services was identified for which

federal aid would be provided. These included: day care services for the child-
ren of working mothers, a- varlety of-counseling services, legal services, house-
keeping services, recreational programs for children, foster homes, information®

s  and referral services, and others. -

~
)

- s These new social services were‘to be made available to the'aged, blind, or dis-
' abled, and to families and children that either had been, were at present, or
(because of their income levels) potentially might be public assistance recipi-
ents. The county was to be the operating unit, as it is for the distribution of
welfare assistance, and counties were basically given their choice whether to
provide these services through some governmental agency or through the purchase
of the service from a private provider -= which, in turn, might be either pro-
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prietary or non-profit. The matching ratio was extremely attractive:-three fed-
eral dollars-for one local dollar . . .-and the local dollar might be put up in _
the form either of a coumnty tax dollar or in the form of a dollar donated to the
county to spend on social services.

A blind Korean social service expert then working for the legislature in Cali-
fornia is generally credited w1th first having come to understand the potential
offered for a state by this new arrangement. Basically, it permltted a quadrup-
11ng of the program levels -- at essentially no cost to the state, since in some
cases existing expenditures were allowable as the one-quarter 'local match."
In California, and subsequently in other states, an effort then began to iden-
tify the number of eligible persons receiving services covered by the program .
. « «» and to offer these expenditures as the local match for the correspondlng
three dollars of federal assistance. This proved particularly attractive to
voluntary. private SOClal agenc1es whose budgets -- financed entirely by chari-
table contributions -- were coming under increasing pressure. What developed in
practice was a marginally legal arrangement in which the dollars then being spent
for service to eligible persons in particular voluntary social programs were do-
. nated to the county government. The county government matched these dollars
with the three-for-one federal aid, and then contracted that with .the social
service agency for ~- obviously -- a much expanded program of service. In this
way -- in the Twin Cities, as elsewhere -- a significant amount of the program
activity conducted through the United Fund agencies has been shifted essentlally
to a base of federal financing -- and, of course, expanded in the process.
The whole program has, not surprisingly, become in recent months a subject of
major controversy. HNot ant1c1pating the aggressive state response, the drafters
of the 1967 amendments set up the federal matching share as an essentially open-
ended approprlation«“ . . with the Department of-Health, Education and Welfare
required to fund on the three-for-one basis all matching ‘applications submitted
to it. A lomng article in the June 17, 1972 National Journal describes v1v1d1y
the desparate efforts of HEW officials to brigg this mushrooming program under
some kind of overall fiscal control. But the total drain on the federal treas-
ury is not-the only source of controversy. The Department also received early
in 1972 a report from Booz-Allen-Hamilton, which it had commissioned, warning of
the abuses that were possible under this purchase-of-service program, since con-
“tracts were typically let for service by the counties with no competitive bidding
or negotiation among varicus suppliers, and with little, if any, effort to de-
termine what was, in fact, provided for the money expended.

_ The whole=p:ogram tends, therefore, to be perceived -- both by the  administra-
tion and by the states -~ as a kind of "backdoor revenue-sharing.'" The social
work profession has a particular interest in it, in addition, and in its contin-.
uance, since public assistance appears likely in the near future to be converted
from its present form into a program of cash payments to welfare recipients, de-
livered by the postman rather than by the "caseworker," who has, traditionally,

provided counseling and other services to welfare families along with financial
aid. .

!,

We believe it is extremely important to see in thls, also, what was stressed by
the Booz-Allen-Hamilton report: that is, the potential as purchase-of-service
opens the way for the entry of relatively large-scale, sophisticated, well-man-
aged, well-capitalized organizations into the delivery of services traditionally
provided by governsiental or small-scale and much less well—managed privates non-
profit organizatlons. -~

. \,

\
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As of mid-September 1972 it appears that the Congress will "close the end" on
this program . . . so that the federal government will no longer automatically
fund every. application for purchase-of-service funding, in every state. But
this limitation on the growth of the dollar size of the program will not end.
the program. And it may not even limit its growth, over’ the longer term. Minne-
sota, if it keeps its present allocation of dollars, will continue to be a sub-

.stantial purchaser of social services, and we can.expect to continue to see press-

ures mount.for improvements in the method of securing suppliers, and in the method
of evaluating the success of the programs carried out,

Is it possible to be a little more specific ~- even with respect to just a few

of the items, in your list oj’posszble areas in which the contracting concept

~~

\Perheps this will help.

ThevZoo, Five years after the Citizens League report crystallized\EOmmunity
consensus on the desirability for a first-rate zoo, no development has as yet’
been started. A state zoo board has been created and a site has been designated.

But problems exist with the financing. And, even after -- and if -~ financing is _ .

prov1ded development is likely to be slow for a new agency created solely for
the purpose of establishing a zoo, all of whose expertise has to be assembled

anew for the project. And the prospect for financing remains uncertaln, given
the growing competition of other -- and in ‘some senses .more: urgent~-- programs.

‘The League noted in 1967 that zoos are a substantial "consumer" industry. It
noted the "hard’ competition" for local tax funds. It suggested that the -invest-
ment in a first-rate zoo can be, to a large extent, self-liquidating. It pro-.
posed that the new zoo in the Twin Cities area be developed and operated by a.

;~private agency, under .the superv131on of a public body. And. it contemplated user

charges to fund a significant part of the cost . . . noting that, even at the
rates normally charged a zoo is one of the conspicuous bargains in public re-
creatlon. .
We loock now for-a proposal for the develoﬁment of this area ‘s zoo to come from
a private sector, commercial organization -~ well capitalized, well equipped
_with management skills, and sophisticated in development experience. It could
_start with the identlfled site provided by the public. It should develop and
operate the zoo itself, using private capital resources. It might well be able _
to repay the capital costs, -and to finance ongoing operations, from revenues at -
reasonable levels. It might be able to significantly speed the development time-
table. And such an organization should be able to offer vastly greater skills in
promotion and marketing -- thereby enhancing the economic attractiveness of the
zoo to the Twin Cities area.. It should still be possible to work with the pri-
vate Zoological Society, which the League report said should have a major role --
in the planning, promotion and- operatlon of the program.
Housing. The Citizens League has suggested that a fully meanlngful solution to
the area‘s housing problem requ;res a shift of point of view . . .‘ﬁrom expanding
the supply of new houses to expanding the supply of used houses. T
In 1969 our report documented the failure of public agencies to solve the problem
by building . . . particularly solve the problem of housing for low- and moderate-
income families, and to make a dent in the backlog of substandard housing in the
area. In 1971 oyr report suggested that -- with about 650 000 houslng\unlts in
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most people inevitably must find their housing fmom among used units. We conclu-
ded from this that the supply of used housing is critical. We noted that an ade-
quate supply of used housing is not cowing onto the market . . . though large ,
quantities of under-utilized housing appear to exist, particularly in the central
cities. Both reports -—- looking, at that time, toward government for a solution
~- urged the creation of a regional public agency to describe housing' needs in ~
terms of the size and income level of families, and to destribe the housing stock

the metropolitan area{\and roughly 20,000 added to the stock in-a good year --

- in terms of the size, condition and price of units . . . and_to plan a better

allocation of units among the population. They urged, -as well, new programs to
encourage the turnover of units that would make larger numbers of houses avail-
able from the existing stock. : - i
No action was taken, and we\suggest now that it is time to make ja start privately.
e doubt this can be done through the existing real estate industry . . . which
brokers units put on the market by their owners and which does not operate an
aggressive program actually to bring units onto the market. (Most home owners

" will be familiar with the postcards which arrive at infrequent intervals,

inquiring casually, "You wouldn't like to sell your house, would you?")

~ .
We would like to see several organizations really sophisticated in marketing try
their hand at stimulating a turnover of the housing stock. This would almost
certainly require much more aggressive advertising . . . and probably an approach
which offered the potential seller an attractive relocation opportunity at the
same time. We think it is perfectly conceivable, for example, that approaches
could be made to couples whose children have left’ home or to single elderly per-.
sons, offering, say, a specific opportunity for townhouse living, with snowv re-
moval and other maintenance services provided, and introducing at the same time
a young family as potential buyers for the under-utilized house. If companies
can successfully offer services which match up men and women for dating, or mar-
riage, purposes, it seems likely a-computer program also could match up persons
wanting to sell, and buy, housing. We understand such are, in fact, appearing
in some c1t1es./ If rehabilitation of the house is required before it can be
rented or sold to a mew, vounger family, the real estate or construction depart-
ment of a company might well undertake that work as part of the same integrated
operation. ~

[ e -

The need for such a program to improve utilization of the housing stock seems
beyond dispute. While it is particularly a problem for low-income families, it .
is by no _means confined to this income level. Our 1969 -report was, in fact,
entitled "Adequate Housing Is Now Evegzbodz s Problem". Children of the post-
war baby boom now appear to be stacking up in suburban apartments. With con® .
struction costs at present levels, the great majority of them is unable to afford
a new house. Somehow, they must find' their way into the existing stock. There
is potential here for serious social conflict, should they come to understand
the ways in which tax laws are being manipulated by the present occupants of
these houses to contitue the misallocation of units. There would appear to be
a substantial public 1nterest, ‘also, in the strengthening of the economic and
social structure of the central cities which would result from the in-migration
of these younger, working families . . ‘41nto the cities where-an adequate school
plant exists and where school populations are presently declining.

There is also a neéd -- which might be translated\into a commerc1a11y attractive
market —- for "housing management’ in the narrower sSense, of physical maintenance.

- ~ e 7

R
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The Urban Institute has reported that the most rapidly expanding factor stimulat—

ing the need for additional housing construction is not the growth of population,
but the accelerating decay of sound existing dwellings. Service and maintenance .
costs are continuing to rise, and continue to be -- at présent (and, except for
an_urban renewal project area) -- exclusively ‘the’ responsibility of the indivi-

dual property owner. Elderly property owners, particularly, are therefore tempted

" almost irresistibly to skimp on housing maintenance expenditures. The Institute
concludes that the nation needs -- but does not presently-have -~ an adequate
housing maintenance industry.‘ Individual- apartment buildings, like commercial
office buildings, are frequeantly professionally managed: And management firms .
have emerged for townhouse projects, to provide maintenance services on contract
to the "homes association" typically set up by the developer at completion of the

project. But (again, except for the limited duration of a rehabilitation project'

under the urban renewal prograth) we know of no effort to treat, say, a block of
s1ngle-family homes as, in effect, a condominium, for which show removal, build~
ings and grounds maintenance, repalr services and “financial adv1sory services
could be provided. The question is: Could there be? . -

—

Neighborhood Health Care. Our 1970 report was focused on the problem of" Hennep
pin County General Hospital . . . but more broadly . dealt with the need for im-
proved accessibility and availability of care, and on the need to shift.the em-
phasis from in-patient to out-patient service; and from the treatment of illness
to the preservation of health. The—report applies generally to the health care
system, private as well as public.

r/ - \

Lpoking again toward government we urged the MEtropolltan Health Board to seek
innovative ways for the delivery of health care. \

N

Our committee received substantial testimony to the migration of private doctors
out of neighborhoods in the inmer city, leaving these residential areas substan-
tially deprived of reasonable access. to prlmary care facilities. And we recog—
nized a growing desire of the residents of the areas to have such facilities in
their own neighborhoods. We note, now, that this desire has recently been re-
affirmed in testimony presented to the Health Board during its consideration of
~the application for reconstruction of Hennepin County General Hospital, -

- \Perhaps; here, too, it is time for am aggressive move by the private sector . . .
“and from a new part of the private sector . . . to fill this gap. We think it
“is-possible to consider the establishment of several neighborhood primary care

centers, especially in the inner-city areas of the Twin Cities metropolitan re~"

glon. We are not unaware of the substantial difficulties presented. But it is
uniclear-to us that the only organization competent to provide facilities and® )
staff to meet this evident demand for service is- an organization owned and estab-
lished by doctors themselves. Medical care itself, of course, must be delivered\
and supervised by doctors.. But it seems conceivable, at least, that a primary

care facility could be established and managed by some other kind of corporate .

organization, perhaps on a "no profit" basis, with a contract let to a medical -

group for the actual provision of service, since it seems only doctors can legal-
ly deliver medical care. In some respects, the necessary business and managemént
skills might be better provided in' this way than by asking doctors to provide
these themselves. Such an arrangement might also make more possible the active
involvement, in’ the operation of the primary care centers, of “the locally based.
neighborhood groups now seeking this service.- And ~- if such centers*were pro-

-posed by.a number of local business firms -- these re81dent groups would be pro-

vided with a substantially expanded range .of choices, and a measure of account-

ability would be' introduced into 'the health care system, which does -not ex1st«at
present. - !

- ' >
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De-toxification programs. An immediate opportunity exists -- at. least in Henne-
pin County -- for the provision of this service, required of counties by the
1971 Minnesota Legislature, which redefined drunkenness as an illness. Two :
somewhat separate functions are really involved: One is the short-term (3-day) -
/detention of alcoholics; the other is the longer-term rehabilitation of alcoho«
Iics. It was only thé first that was put into operation by Hennepin County N
earlier in 1972. Currently the county faces the need both to provide an enlarged
facility for the short-term program and to develop the staff and content of the
longer-term rehabilitation program. The key question before the coumty is whe~ -
ther to undertake the acquisition or comstruction of a facility, and the estab-
lishment of the rehabilitation program, itself . . . or to submit a "request for
‘proposals" to other parties interested in performing this service (perhaps also

including the facility) by contract. A report from- the county staff, evaluating
the two alternatives, is due in November.

“ 7

Some special cautions will have to be taken in purchasing services . . . where
"services" may involve facilities or other capital items.

. o -
As our report notes, we are not talking just about "personal services." The
effort is to purchase, for example, rehabilition of alcoholics, not just the

~time of counselors; or education (in the sense of outcomes), not just the time

of teachers. The supplier will provide all the inputs . . . some of which, cer-
tainly, will involve staff, but some of which -~ in his discretion -- may also
involve equipment (teaching machines, perhaps) and/or facilities. The supplier
may feel he can do the job without expensive facilities (or, equally important,
without having to buy facilities). But these may . . . in reality, probably, are
likely to . . . be needed. And we would not want to rule this out. To do so
would in all cases involve the public in the ownership of the property, and

would result in it purchasing really only -management services.

If, however, the contract is going to include facilities, and the cost of capltal,
some dangers will have to be recognized, and kept 1n mind.

One potential danger arises where a service requires not just (say) automobiles,
or a simple shell building, but a unique and expensive "one-of-a-kind" facility.
Here, a contract calling for this to be provided by the stupplier might well catch

the public agency up, again, in preclsely the problem it was originally trying co
escape. -

If, for example, a highly specialized building had to be provided in the delivery
of a particular service, the first contracting supplier might well -~ as a prac-
tical mattetr -- have secured himself a preferential (if not monopoly)\position:
if he owns the only building of the type needed to furnish the service, who else
can, realistically, compete? At times, where this problem can clearly be antici-
pated, it is solved . . . through public ownership of the facility, with a con-
tract only for the management of the operation. (The public acquisition of the

‘area's bus fleet, and the subsequent management contract for its.operation, is a

case in point.) But not all cases are so clear. So it is a concern that must
be watched.

We should recognize, too, that where these kinds of service contracts exist the
public -- voters, in bond referenda, or members of governing bodies -- will mo
longer see decisions about equipment or facilities acquisitions arise in the way
they' have, or .do, under traditional arrangements. Instead, now, the contracting
supplier will provide the capital, and its cost will be a part of the annual

.
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contract payment; The important thing, clearly, is to have - before any de~
cision - a full disclosure and analysis and evaluetion of the two different ap-
proaches to providing the service ("ownership" and "leasing,” in effect}. The
full cost, over the entire term of the contract, must be knownm, ahd considered. N
Significant commitments Wlll be involved in purchase-of-service arrangements, too,'
in part as a result of the supplier's need to be assured a sufficiently long term
to permit recovery of the investment he must make . . . planning and de51gn ex-
pense, and administrative expense, as well as capital expense.’

We have not dealt at length, in this report, with the complications involved in

the purchase of servicés. This does not mean we are unaware . . . Or are reluc-
~tant to indicate . . . that they exist. They will be, we assume, as difficult as
those involved in” the purchase of (as we have termed it) hardware. The fact that
these complications exist, on the other hand,” does not represent, either, an ar-.
gument against experimenting with purchase-of-service. It may very well turn out

to have fewer problems, on balance, than the system in which public agencies
produce services themselves,

8. It is critically important to understand the a‘z,fferent forms "purchasing" caw
take. We have probably talked most about a government buytng directly, on be-

half of some recipient group. (For example, corrections services.) But it is -

posszble for govermment to buy indirectly . . . paying the bill, one way or ~

another,” but letting the reczptents of the servzce deeide what supplier they want
to use. , N

Our discussion of contracting (with the buying done directly by the governmental
body) is probably keyed mainly to areas in which the recipients, for ohe reason
or another, cannot, or should not, make the selection themselves. We have cited

.. corrections as an example. Education is another . . . at least in the minds of:

. people who believe that "free choice of school" would rapidly produce a highly
stratified socio-economic pattern that would be undesirable in terms of commumity
goals. There are some areas also in which the service is difficult for the con-

~ sumer to evaluate. And there can be a need for contracting in areas where the
government has long had a "monopoly" on the service, and where no possible alter-
nate supplier exists, and would appear only if stimulated by a deliberate effort
on the part of the public agency interested in broadening its range of services.

The purchase-of-service from a supplier directly by a public body is not, however,
the only kind of purchasing to which the arguments in this report apply. There
are large areas where public services . . . like private services or private goods
. . . can appropriately and feasibly be selected by individual recipients, and
where no monopoly presently exists on the part of a governmental agency. We are

- speaking, of course, now, of the second problem area discussed in our report
(characterized mainly by a large number of small —- and frequently non-profit
private providers, typically with little resources of capital and management),
in which the principal need is simply for some competent organization to come
into the field and begin to perform. In these areas, government can purchase
indirectly. This is now done . . . conspicuously in the medical/hospital program,
which has in recent years become a public responsibility and is financed now very

- largely by public dollars . . . but where the established policy of "free choice
of vendor' permits the recipient to go to the doctor or hospital he prefers, with
the government undertaking then to pay the bill for services incurred. A varia-

~ tion of this proposal would simply provide for the money (or a chit good for a

given amount of services) to the recipient ahead of the time he goes to the doc-.
tor, hospital or’ other provider. This is, as we understand it, assentially ‘the

~
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voucher system' proposal for schools.
A number of thoughtful and responsible people look toward greater use of this
approach . . . of "allowances” . . . for the financing of expanded—programs of
social service. Whether the allowances take the form of prepayment or post-pay-
ment , . . cash or voucher . . . restricted allowances-(as for housing) or gen~ ..
eral famlly allowances . . . makes really very little difference. In any case,
the central principle is the choice of supplier by the recipient of the service.
This has, clearly, one notable result: the pattern ©of choices defined by the
decision of a large number of individual consumers provides -~ as a government
contract with a supplier does not\—- a meaningful evaluation and assessment of
the supplier’'s performance.

In practice, the arrangements developed for supplying social services in the
Twin Cities area under Title IVA of the 1967 federal law has contained a mixture
of both direct and indirect purchase. Contracts, and free choice of vendor, seem
to exist together.’ With summer camping, for example, or day care, there is no
concept (as there is in public schools, for example, or in private utilities)

of an exclusive franchise for a supplier to serve a defined geographic area.
The recipient can go where he wishes and (assuming he meets the-income limita-
tions) can have his bill paid. There is also, then, a contract between the
county and the camp, or day care center, the function of which appears to be
prlmarlly regulatory, and aimed -at setting standards for the program and defin-.
ing the terms of payment. It also functions as a kind of consumer protection
device. The difference between this and the model present in medical/hospital’
services seems to.be that, in social service areas, regulatory authority is
thereby put into the hands of the same agency that is paying the bill for the
service. With respect to medical/hospital services, of tourse, it is the county
that pays the vendor and various state agencies that régylate the provider as

to quality of facilities and service. N

It should be clearly understood that in this report we are looking at both types
of purchasing, and equally favorably. Perhaps we have talked mainly about gov-
ernmental contracting . . . as, for example, for corrections services, or, per-
haps, education . . . but we are interested equally in new ways of delivering
social services, purchasod directly by individuals and families. If we have,

in the report, spent lnss time on the latter, it is perhaps because less is re-
quired of government here: in most cases, nothing more than a decision to remove,
or not to érect, barriers that restrict certain kinds of suppliers. Anm expan-
gion of government allowances is probably, also, logically required: We made

no such recommendatlbn largely because through most of our work a really dramat-
ical expansion-of federal funding (through the Title IVA program) was under way -
.« . . 80 rapid, in fact, that no recommendation for expansion seemed necessary.
Just at the end of our work, Congress became rather suddenly aware of this pro-
gram and determined. to "close the end" on its appropriations. It may be that, -
given this, our report does not sufficiently consider the funding of fny‘program
of services purchased by recipients. B

Finally, there remains, of course, the whole area . . . the "market"” . . . above
and beyond the level of income that determines eligibility for federal assist-
ance. Housing (housing services, as well as housing construction) health, day
care, etc. are all purchased by middie and upper-income populations, as well as
by lower and lower-middle-income populations. And new ways of providing ser-
viges are as important for the former as for the latter. We have dealt with'
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this scarcely at all since no government action whatever would seem required,
here. Our hope is simply that other kinds of suppliers, seeing an opportunity
for at least a limited profit, and recognizing the community benefits that might
flow indirectly from such programs, will, on their own initiative -- or perhaps

~ at our urging --—enter this field. And, of course, that government will ericour-
age this, even if not participating in the financ1ng. - ~

- There have, to be sure, been efTbrts in recent years toward contractwng, and the
purchase of service from przvate organizations.

3 N | ~
/ >
Both the experrmenté and their results, have been controversial. But it was far
from clear to us that they have been -- in total, or even on balance -- a failure.

Nothing in the record, at any rate, seemed to us tg argue against the broader ef-"
fort to implement a purchase—of~serv1ce policy which We now proposes
There is, for example, we know, the OEO report critical of the effectiveness of
the«performance—contractlng experiments which that" agency conducted. There is,
at the same time, the RAND Corporation report which makes a gemerally favorable
evaluation on the performance-contracting experiment in Gary, Indiana, to date.

v
Nor. does the termination of the Job Corps camps necessarily mean they vere not
effective while in operation, or not useful to the government in its efforts to
1mprove the skllls and employment pr03pects of disadvantaged- youth. LT
" We have found -= and would expect -‘results to 'be uneven . . . just as they>tend -
to be when programs are produced directly by the governmental agencies themselves.
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